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PART  250— COINSURANCE  FOR  STATE 
HOUSING  FINANCE  AGENCIES 

Final  Regulations 

On  June  4,  1976,  at  41  FR  22682,  De¬ 
partment  of  Housing  and  Urban  Envel¬ 
opment  published  a  proposed  rule  which 
would  add  a  new  Part  250,  24  CFR  so  as 
to  implement  a  multtfamily  coinsur¬ 
ance  program  for  State  Housing  Finance 
Agencies,  imder  the  authority  of  Section 
244  of  ^e  National  Housing  Act  (12 
U.S.C.  1715Z  9) ,  which  was  added  by  Sec¬ 
tion  307  of  the  Housing  and  Community 
Development  Act  of  1974  (Pub.  L.  93- 
383),  Section  244  authorizes  the  Secre¬ 
tary  to  insure  and  make  a  commitment 
to  insure,  vmder  any  provision  of  Title  H 
of  the  National  Housing  Act,  any  mort¬ 
gage  otherwise  eligible  for  insurance  un¬ 
der  such  provisions,  pursuant  to  a  coin¬ 
surance  contract  providing  that  the 
agency  will  (1)  assmne  a  percentage  of 
any  loss  and  (2)  carry  out  (subject  to 
audit,  exception  or  review  requirements) 
such  credit  approval,  appraisal,  inspec¬ 
tion,  commitment,  property  disposition, 
or  other  functions  as  ^e  Secretary  ap¬ 
proves. 

The  Department  has  received  16  re¬ 
sponses  to  its  Invitation  for  public  com¬ 
ment  on  the  proposed  rule,  all  of  which 
have  been  reviewed  and  carefully  con¬ 
sidered.  These  comments  are  discussed 
below,  along  with  the  Department’s  ac¬ 
tion  oil  those  comments,  and  the  changes 
made  in.  the  proposed  rule. 

Specific  Comments  and  Changes 

1.  General  comments.  Several  general 
comments  on  the  proposed  rule  were  re¬ 
ceived.  One  of  these  comments  stated 
that  the  prc^am  was  unfair  because  it 
gives  state  agencies  a  competitive  ad- 
VEUitage  in  the  marketplace,  especially 
with  the  refinancing  of  existing  proper¬ 
ties.  Although  there  is  no  operational 
multifamily  coinsurance  program  for 
private  lenders,  we  are  working  on  the 
design  of  such  a  program  and  intend  to 
propose  regulations  for  this  purpose  in 
the  near  future. 

Another  comment  addressed  the  statu- 
tory  requirement  of  what  criteria  HUD 
would  use  to  determine  whether  or  not 
the  implementation  of  this  program 
would  have  an  effect  on  the  mortgage 
market.  The  Department  has  carefully 
considered,  throughout  the  comment 
period  and  afterward,  the  potential  effect 
of  this  program  on  the  mortgage  market 
and  the  availability  of  mortgage  credit. 
The  Department  is  convinced  that  some 
sort  of  limitation,  at  least  initially, 
should  be  established.  It  is  possible  that 
in  some  states,  the  coinsurance  program 
could.be  used  to  assist  families  that  have 
higher  income  than  is  appropriate  when 
Federal  assistance  is  involved.  In  those 
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states,  this  program  will  enable  the  state 
agencies  to  invade  the  domain  of  private 
lenders.  Therefore,  the  Department  has 
determined  to  restrict  this  program,  for 
the  time,  to  low-income  housing.  Al¬ 
though  it  will  not  be  required  that  co- 
insured  projects  be  assisted  under  Sec¬ 
tion  8  of  the  U.S.  Housing  Act  of  1937, 
this  program  must  be  used  to  finance 
projects  having  at  least  20  percent  occu¬ 
pancy  by  low-income  families,  where  a 
low-income  famih^  is  defined  as  one  hav¬ 
ing  an  income  not  greater  than  80  per¬ 
cent  of  the  median  income  in  that  local¬ 
ity,  i.e.,  the  same  definition  as  used  in  the 
S^tion  8  program.  The  final  nile  has 
been  changed  to  Include  this  provision 
(I  250.10). 

2.  Level  of  HUD  Participation — Sec¬ 
tion  250.3.  An  ongoing  concern  in  this 
program  has  been  which  organizational 
level  of  HUD,  the  Field  or  the  Central 
Office,  would  have  the  responsibility  of 
processing  and  reviewing  the  applica¬ 
tions  of  approved  agencies.  To  the  maxi¬ 
mum  extent  possible,  the  program  has 
been  designed  so  that  the  HUD  Central 
Office  has  the  major  programmatic  re¬ 
sponsibilities.  However,  there  are  certain 
functions  which  must  be  completed  in 
the  Field  Offices.  In  particular,  the  de¬ 
terminations  under  Section  213(d)  of 
the  Housing  and  Community  Develop¬ 
ment  Act  of  1974  cannot  be  accomplished 
in  the  Central  Office  nor  can  they  be 
delegated  to  the  state  agencies.  The  same 
is  true  for  normal  and  special  environ¬ 
mental  clearances  under  the  National 
Environmental  Policy  Act  of  1969.  They 
must  remain  the  responsibility  of  HUD 
and  these  functions  must  be  completed 
in  the  Field  Office.  The  Department 
realizes,  however,  the  State  agencies’ 
conoem  about  this  issue,  and  as  many  of 
the  processing  and  review  functions  will 
be  kept  in  the  Central  Office  as  possible. 
The  final  rule  reflects  these  changes. 

3.  Certification  of  an  approved  agency — 
Section  250.202.  I^veral  comments  were 
received  on  the  criteria  established  for 
iq}proval  of  a  state  agency  to  participate 
in  this  program,  stating  that  these  cri¬ 
teria  were  too  overbearing  or  were  too 
vague,  which  could  result  in  State  agen¬ 
cies  being  subordinated  to  HUD  in  this 
program.  The  certification  requirements 
required  by  the  Department  reflect  only 
what  any  prudent  Insurer  would  require 
if  it  were  allowing  another  entity  to 
make  certain  decisions  for  it.  It  is  not 
the  Department’s  intent  to  subordinate 
the  State  agencies  to  HUD  in  this  pro¬ 
gram.  The  Intent  is  to  design  a  coinsur¬ 
ance  program  which  is  actuarially  sound 
and  which  provides  for  the  delegation  of 
as  many  processing  functions  as  possible 
to  State  agencies.  However,  §  250.202(h) 
has  been  changed  to  provide  that  any 
changes  in  the  agency’s  underwriting 
and  processing  procedures  must  be  con¬ 
sistent  with  these  regulations,  but  such 
changes  do  not  require  the  prior  ap¬ 
proval  of  the  Comm^loner. 

4.  Initial  Application  and  Monitoring 
fees — Section  250.206.  ’Two  comments 
were  received  on  this  section,  stating  that 
application  and  monitoring  fees  should 
not  be  charged  by  HUD,  but  if  they  were, 


'Uiey  should  be  based  on  a  published  fee 
Bchediile-  TTiis  section  has  been  deleted 
in  the  final  rule.  However,  the  Depart¬ 
ment  Intends  to  review  this  decision  in 
the  near  future  to  determine  if  such  fees 
lere  appropriate,  and  if  so,  what  the 
paroper  fee  structure  should  be. 

6.  Insurance  of  construction  ad¬ 
vances — Section  250.305.  One  comment 
maintained  that  insimance  of  constnic- 
tion  advances  should  be  available  as  well 
as  insurance  of  the  project  upon  comple¬ 
tion.  This  has  not  been  changed  in  the 
final  rule.  The  discussions  surrounding 
the  development  and  design  of  this  pro¬ 
gram  assumed  that  insurance  of  con¬ 
struction  advances  would  not  be  avail¬ 
able,  and  the  mortgage  insurance  pre¬ 
mium  reflected  this  consideration.  To 
make  such  a  significant  change  at  this 
time  would  require  a  restructuring  of  the 
program  and  would  result  in  undue  delay 
in  Implementing  the  program. 

6.  Mortgage  lien.  Section  250.310  was 
changed  to  state  that  all  liens  other  than 
the  insured  mortgage  must  be  approved 
by  the  agency  and  the  Commissioner.  In¬ 
advertently,  this  provision  was  omitted 
in  the  proposed  rule. 

7.  Payment  requirements — Section 
250.312.  One  comment  was  received  on 
this  section,  maintaining  that  state 
agencies  should  be  able  to  delay  amorti¬ 
zation  beyond  the  period  necessary  to 
obtain  sustaining  occupancy.  The  pro¬ 
posed  rule  was  not  changed.  Any  prob¬ 
lems  arising  from  units  being  occupied 
at  a  rate  slower  than  originally  antici¬ 
pated  will  be  taken  care  of  by  the  Inclu¬ 
sion  of  a  development  cost  escrow  in  the 
mortgage  amount,  as  described  in  item 
13,  below.  Second,  jf  this  were  permitted, 
it  would  be  tantamount  to  capitalizing 
an  operating  deficit,  which  would  sig¬ 
nificantly  increase  the  risk  for  both  HUD 
and  the  coinsurer  by  adversely  affecting 
the  ratio  of  mortgage  amount  to  true  re¬ 
placement  cost  or  value. 

5.  Maximum  Mortgage  Interest 
Rates — Section  250.318.  Several  com¬ 
ments  were  received  on  this  provision. 
Two  comments  stated  that  the  Section  8 
financing  cost  contingency  should  be 
avahable  for  all  coinsmed  moii^ages. 
However,  one  comment  strongly  op¬ 
posed  any  regulation  which  would  per¬ 
mit  an  upward  change  in  the  interest 
rate  between  the  commitment  and  the 
final  closing.  The  proposed  rule  has  not 
been  changed.  The  rule  already  pro¬ 
vides  that  the  highest  permissible  rate 
may  be  charged  under  the  HUD-estab- 
lished  ceiling,  and  the  comments  re¬ 
ceived  have  not  persuaded  the  Depart¬ 
ment  that  tax-exempt  financing 
should  be  considered  a  separate  “mort¬ 
gage  market’’  that  requires  establish¬ 
ing  a  separate  rate,  a  rate  that  may  pos¬ 
sibly  be  higher  than-  the  rate  being 
charged  by  lenders  who  do  not  obtain 
funds  in  the  tax-exempt  market. 

9.  Certificate  of  nondiscrimination — 
Sections  250.321  and  250.329.  Two  com¬ 
ments  were  received  to  the  effect  that 
the  TCBiflations  should  provide  for  the 
prohibition  of  sexual  discrimination. 
This  has  been  incorporated  in  the  final 
rule. 
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10.  AppUcability  of  prevailing  toage 
requirement — Section  2S0.328.  One  com¬ 
ment  was  received  on  this  section,  stat¬ 
ing  that  it  should  be  made  explicit  that 
projects  containing  less  than  eight 
units  are  not  covered  by  prevailing  wage 
requirements.  This  has  not  been  changed 
in  the  final  rule.  Section  250.328  is  a 
general  reqxiirement  applicable  to  all 
coinsured  mortgages,  whether  insured 
under  Section  221,  Section  236,  or  Sec¬ 
tion  223(f)  of  the  National  Housing  Act. 
Since  these  sections  have  different  pre¬ 
vailing  wage  requirements,  reference 
must  be  made  to  the  applicable  section. 

11.  Certificate  of  actual  cost — Section 
250.336.  One  comment  was  received 
which  suggested  that  for  cost  certifica¬ 
tion  purposes,  “the  other  items  of  ex¬ 
pense  approved  by  the  Commissioner  ’ 
should  be  permitted  to  be  approved  by 
the  agency.  This  has  not  been  changed 
in  the  final  rule. 

All  other  expense  items  will  require 
the  prior  approval  of  the  Commissioner. 

12.  Reduction  in  mortgage  amount — 
Sections  250.342  and  250.343.  Two  com¬ 
ments  suggested  that  any  excess  mort¬ 
gage  proceeds  be  permitted  to  be  ap¬ 
plied  to  fund  project  reserves  or  such 
project  betterments  as  the  agency  may 
approve.  This  has  not  been  changed  in 
the  final  rule  as  it  is  not  permitted  under 
the  statute. 

13.  Maximum  mortgage  amounts — 
Sections  250.402.  250.413,  250.503. 250.516. 
These  sections  have  been  changed  from 
the  proposed  rule.  First,  the  dollar  lim¬ 
itations  on  units  insured  under  Sections 
221(d)(3)  or  (d)(4)  were  increased  to 
reflect  the  changes  contained  in  the 
Housing  Authorization  Act  of  1976 
(Pub.  L.  94-375) .  The  1976  Act  also  pro¬ 
vided  that  development  cost  escrows  or 
project  reserves  would  be  permitted  to 
be  included  as  an  allowable  item  in  cal- 
ciilating  replacement  cost:  Provided, 
That  such  reserves  do  not  exceed  the 
statutory  limit  of  5  percent  of  replace¬ 
ment  cost.  The  regulations  also  reflect 
this  change.  In  addition,  several  subsec¬ 
tions  were  added  to  make  this  program 
consistent  with  our  other  programs,  spe¬ 
cifically,  maximum  mortgage  amount 
limitations  based  on  debt  service.  Fur¬ 
ther,  one  comment  suggested  that  “other 
costs  established  by  the  agency”  be  ex¬ 
cluded  from  being  attributable  to  dwell¬ 
ing  use  as  well  as  exterior  land  improve¬ 
ments  (See  §  250.402(a)).  This  was  not 
changed  in  the  final  regulations.  Sec¬ 
tion  250.413(b)  was  changed  in  the  final 
regulations  to  establish  that  one  alterna¬ 
tive  in.  determining  the  maximum  mort¬ 
gage  amount  for  mortgages  insured  pur¬ 
suant  to  Section  223(f)  would  be  90  per¬ 
cent  of  the  value  of  the  project,  as 
estimated  by  the  agency.  Originally,  this 
section  provided  that  90  percent  of  re¬ 
placement  cost,  as  determined  by  the 
agency,  would  be  used.  This  was  changed 
to  make  these  regulations  consistent  with 
the  full  Insurance  Section  223(f)  pro¬ 
gram  for  State  Housing  Finance  Agen¬ 
cies. 

14.  Eligible  Projects.  Section  250.415 
(c)  provided  that  projects  less  than  three 
years  old  (eligible  for  insurance  pur¬ 


suant  to  Section  223(f)  of  the  National 
Housing  Act)  must  not  have  been  com¬ 
pleted  prior  to  Dec^nber  31,  1975,  to  be 
eligible  for  coinsurance.  The  words  “but 
not  completed,”  Inadvertently  Included 
in  the  proposed  regulations,  have  been 
(Knitted  since  such  ,a  restriction  was  not 
intended. 

15.  Commercial  and  community  fa¬ 
cilities — Sections  250.504  and  250.332. 
These  sections  have  been  changed  to 
limit  the  amoimt  of  rentable  area  that 
may  be  devoted  to  commercial  and  com¬ 
munity  facilities  to  10  percent  of  the 
total  rentable  area,  except  for  elderly 
projects.  A  waiver  of  this  restriction  is 
permitted,  however. 

16.  Interest  Reduction  Payments  Con¬ 
tract — Section  250.704.  One  comment 
suggested  that  the  Section  236  interest 
reduction  payment  be  permitted  to  con¬ 
tinue  beyond  the  date  that  the  agency 
notifies  the  Commissioner  of  its  intent 
to  acquire  title  (by  means  other  than 
foreclosure)  if  the  agency  presents  a  plan 
for  the  use  of  such  payments.  This  has 
not  been  changed  in  the  final  rule  as  it 
is  not  permitted  under  the  statute. 

17.  Mortgage  Insurance  Premiums — 
Section  250.705.  The  setting  of  the  mort¬ 
gage  insurance  premiiun  (MIP)  has  been 
a  much  debated  issue  throughout  the 
development  of  this  program.  Several 
commentors  addressed  it  also.  The  De¬ 
partment  has  decided  to  limit  nonprofit 
and  cooperative  mortgagors  in  this  pro¬ 
gram  to  90  percent  mortgages,  the  same 
as  fpr  general  and  limited  distribution 
mortgagors.  By  limiting  nonprofit  mort¬ 
gagors  to  90  percent  mortgages,  the  De¬ 
partment  is  able  to  charge  a  lower  pre¬ 
mium,  0.4  percent,  wdth  respect  to  mort¬ 
gages  to  finance  new  construction  or  re¬ 
habilitation.  The  final  regulations  in¬ 
corporate  both  of  these  changes.  In  ad¬ 
dition,  we  also  plan  to  review  all  experi¬ 
ence  under  the  program  at  some  future 
date,  e.g.,  a  minimum  of  4-5  years,  to 
determine  if  the  premiums  should  be  ad¬ 
justed.  If  so,  they  will  be  changed  on  a 
prospective  basis  only,  i.e.,  for  all  new 
mortgages  and  for  future  premium  pay¬ 
ments  on  existing  coinsured  projects. 
Rebates  will  not  be  made. 

The  proposed  regulations  have  been 
changed  to  provide  that  premiums  will 
only  be  paid  annually  on  a  level  percent¬ 
age  of  the  declining  principal  balance. 
There  has  been  little  interest  in  paying 
the  premium  in  any  other  way.  Further¬ 
more,  it  is  administratively  simpler  to 
have  one  payment  method. 

18.  Special  forbearance  agreement — 
Section  250.720.  The  terms  of  the  special 
forbearance  agreement  have  been  altered 
to  Uberalize  the  provisions  under  which 
the  Department  will  make  repayable  debt 
service  advances,  i.e.,  the  Department 
will  make  an  advance,  not  to  exceed  one- 
half  of  the  debt  service  shortfall  or  10 
percent  of  the  debt  service,  whichever  is 
lower,  as  long  as  the  project  is  meeting 
50  percent  of  the  required  debt  service 
payment.  However,  the  advance  will  not 
be  available  until  the  project  has  been 
operational  for  at  least  one  year.  In  ad¬ 
dition,  a  requirement  was  added  that 
during  the  time  these  advances  are  being 


made,  all  monies  received  from  rents  and 
other  sources  must  go  toward  paying  (h>- 
erating  costs,,  and  not  dividends.  These 
advances  will  not  be  allowed  to  coiuit 
against  the  deductible  when  calculating 
a  claim.  To  do  so  would  be  to  make  a  loan 
and  then  automatically  forgive  it,  i.e., 
it  then  becomes  a  grant. 

19.  Amount  of  claim  payment — Sec¬ 
tion  250.738.  Section  250.738  has  been 
changed  to  establish  that  upon  acquisi¬ 
tion  of  title  to  the  property,  the  agency 
is  entitled  to  receive  60  percent  of  the 
difference  between  the  appraised  value 
of  the  property,  and  the  outstanding 
mortgage  amount.  To  try  to  estimate  the 
various  additions  and  subtractions  to 
these  amounts  is  very  difiQcult.  Further¬ 
more,  the  preliminary  claim  pasmient  can 
be  paid  more  quickly  if  a  simple  calcula¬ 
tion  is  made.  In  addition,  the  appraisal 
of  the  property  must  be  made  on  the 
basis  of  its  highest  and  best  use  unless 
the  property  will  continue  to  be  utilized 
as  subsidized  housing.  The  60  percent  im¬ 
mediate  payment  is  not  intended  to  be 
precisely  75  percent  of  the  ultimate  claim 
payment  (60  percent  divided  by  80  per¬ 
cent,  HUD’S  risk -sharing  percentage), 
and  tiierefore,  the  various  additions  to 
and  subtractions  from  the  payment,  as 
listed  in  §§  250.740  and  250.741  are  not 
Included.  The  purpose  is  to  provide  an 
early  payment  for  use  by  the  agencies, 
with  the  precise  claim  amount  being  de¬ 
termined  upon  either  disposition  of  the 
property  or  within  12  mcoiths  of  acquisi¬ 
tion,  whichever  comes  first. 

20.  Items  included  in  claim  payments — 
Section  250.740.  A  number  of  comments 
were  received  on  this  section.  Three  of 
the  comments  suggested  that  contract 
interest,  and  not  debenture  interest, 
should  be  paid  from  the  date  of  default 
to  the  date  of  acquisition.  This  has  not 
been  changed  in  the  final  rule.  By  pay¬ 
ing  mortgage  interest  during  this  period, 
there  is  httle  incentive  for  an  agency  to 
either  try  to  cure  the  default,  or  if  the 
default  is  not  curable,  to  acquire  the 
project.  Three  of  the  comments  also 
maintained  that  all  foreclosure  costs 
should  be  included  in  the  claim  as  well  as 
all  actual  costs  incurred  by  the  agency  in 
prepaying  the  bonds.  The  Department 
sees  no  persuasive  basis  for  providing 
greater  coverage,  or  coverage  of  addi¬ 
tional  risks,  under  a  coinsurance  pro¬ 
gram  than  under  the  comparable  full  in¬ 
surance  program. 

21.  Items  deducted  from  claim  ■pay¬ 
ment — Section  250.741.  The  proposed 
rules  neglected  to  provide  that  if  the 
project  was  not  sold  within  12  months 
after  acquisition,  the  appraised  value  of 
the  property  would  be  used  as  the  surro¬ 
gate  sales  price.  This  has  been  included. 
Two  comments  on  this  section  suggested 
that  §  250.741(f)  be  modified  to  permit 
the  deduction  of  the  actual  net  proceeds 
from  a  negotiated  sale  even  if  such  pro¬ 
ceeds  are  less  than  the  appraised  value. 
We  have  not  changed  the  proposed  rule 
in  this  regard.  To  do  so  would  appear  to 
lessen  the  usefulness  of  establishing  an 
appraised  value  as  a  floor  and  would  not 
encourage  obtaining  the  best  sales  price 
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commensurate  with  the  use  of  the 
property. 

22.  Section  250.41T,  Secondary  Financ¬ 
ing,  was  added  since  the.  publication  of 
the  proposed  regulations.  This  was  done 
to  make  the  Section  223(f) /coinsurance 
provisions  consistent  with  the  Section 
223(f)  fully  insured  program. 

23.  Section  250.331,  Development  of 
Property,  was  amended  to  provide  that  a 
coinsured  project  must  consist  of  at  least 
five  dwelling  units.  This  was  inadvert¬ 
ently  omitted  in  the  proposed  regulations. 

24.  Late  payments  will  be  separately 
charged  to  and  collected  from  the  mort¬ 
gagor  and  shall  not  be  deducted  from 
any  aggregate  monthly  payment,  as  pro¬ 
vided  in  §  250.317.  Section  250.312(a)  (5) 
was  deleted. 

25.  Sections  240.413  (c).  and  (d)  were 
amended  to  provide  that  estimated  repair 
costs,  if  any,  are  to  be  included  for  the' 
purposes  of  determining  the  maximum 
mortgage  amount  in  Section  223(f)  proj¬ 
ects  that  are  to  be  refinanced  or  acquired. 
This  was  also  inadvertently  omitted  from 
the  proposed  regulations. 

As  mentioned  above,  one  change  which 
the  Department  has  decided  to  imple¬ 
ment  since  the  publication  of  the  pro¬ 
posed  regulations  is  to  limit  nonprofit 
and  cooperative  mortgagors  to  90  percent 
mortgages,  the  same  amount  allowed  a 
general  or  hmited  distribution  mort¬ 
gagor.  Limiting  nonprofit  and  coop>era- 
tive  mortgagors  to  90  percent  mortgages 
should  help  reduce  HUD’s  risk  exposure 
substantially  as'equity  investment  is  per¬ 
ceived  to  reduce  risk.  In  addition,  as  an 
exi>erimental  program,  the  Department 
considers  that  90  percent  of  replacement 
cost  is  the  highest  loan-to-value  ratio 
that  should  be  accepted,  taking  into  con¬ 
sideration  that  there  is  already  an  in¬ 
herent  risk  in  accepting  different  proc¬ 
essing  methods  and  accepting  develop¬ 
ment  cost  escrows  as  a  replacement  cost 
item. 

When  the  Department  and  the  State 
Housing  Finance  Agencies  first  began 
developing  this  program,  it  was  decided 
that  the  program  should  be  nm  on  a 
portfolio  basis,  and  not  on  a  single  mort¬ 
gage  basis.  This  was  done  at  the  request 
of  the  state  agencies,  who  maintained 
that  such  an  arrangement  would  assist 
them  in  marketing  their  bonds. 

Since  that  time,  there  has  been  some 
disenchantment  with  the  portfolio  ap¬ 
proach.  Many  of  the  smaller  state  agen¬ 
cies  complained  that  they  could  not  sat¬ 
isfy  the  requirement  that  a  portfolio 
consist  of  ten  mortgages.  Therefore,  the 
proposed  regulations  provided  that  state 
agencies  could  participate  in  the  program 
with  less  than  ten  mortgages,  allowing 
them  to  increase  the  size  of  the  portfolio 
until  it  consisted  of  at  least  ten  mort¬ 
gages.  The  final  rule  has  been  changed 
to  allow  portfolios  of  any  size,  e.g.,  one 
mortgage,  two  mortgages,  three  mort¬ 
gages,  etc.  State  agencies  will  be  free  to 
submit  portfolios  of  any  size  for  coinsur¬ 
ance,  and  need  not  add  subsequent  co¬ 
insured  mortgages  to  a  portfolio.  Thus, 
an  agency  may  elect  to  treat  each  mort¬ 
gage  as  a  separate  portfolio,  all  mort¬ 


gages  may  be  placed  in  a  single  portfolio, 
or  an  agency  may  elect  to  have  a  number 
of  separate  portfolios  of  varying  sizes 
with  portfolio  deductibles  determined  in 
accordance  with  the  schedule  established 
in  §  250.733.  For  single  mortgage  port¬ 
folios,  the  deductible  will  be  10  percent 
of  the  outstanding  principal  balance  in 
the  portfolio.  This  decreases  to  3  percent 
for  portfolios  with  ten  or  more  mort¬ 
gages. 

The  most  discussed  and  commented 
upon  provision  of  the  coinsurance  pro¬ 
gram  has  been  the  risk-sharing  formula. 
The  proposed  regulations  offered  a  for¬ 
mula  whereby,  after  assuming  an  initial 
deductible  amount.  State  agencies 
would  incur  20  percent  of  any  subsequent 
losses,  with  the  Department  incurring 
the  remaining  80  percent.  This  has  not 
been  changed  in  the  final  rule.  The  De¬ 
partment  considers  it  mandatory  that 
State  agencies,  as  coinsurers,  incur 
a  signficant,  yet  market-acceptable, 
amoimt  of  risk,  in  order  to  encourage 
proper  processing,  underwriting  and 
property  disposition  decisions.  As  men¬ 
tioned  above.  State  agencies  may  include 
a  development  cost  escrow  or  project  re¬ 
serve,  up  to  5  percent  of  replacement 
cost,  in  the  mortgage  amount.  If  the  De¬ 
partment  were  to  significantly  decrease 
the  loss-sharing  percentage  that  the 
State  agencies  must  bear,  this  percent¬ 
age,  in  conjunction  with  the  5  percent 
development  cost  escrow,  could  become 
so  small  that  its  effect  on  State  agency 
processing  and  imderwriting  decisions 
and  property  disposition  functions  could 
be  minor,  negating  the  intent  of  the 
coinsurance  concept.  As  with  other  pro¬ 
visions  of  the  coinsurance  program  de¬ 
sign  the  Department  will  closely  monitor 
the  risk-sharing  formula  and  its  effect  on 
program  activity,  to  determine  whether 
any  changes  in  it  should  be  made,  and 
how  such  a  change  would  impact  upon 
other  provisions  of  the  program,  the 
mortgage  insurance  premium,  for  in¬ 
stance. 

The  Department  has  determined  that 
these  regulations  will  not  have  an  envi¬ 
ronmental  impact,  as  defined  in  HUD 
Handbook  1390.1.  The  finding  of  inap¬ 
plicability  may  be  inspected  during  reg¬ 
ular  business  hours  in  the  Office  of  the 
Rules  Docket  Clerk,  Office  of  the  Sec¬ 
retary,  Room  10141,  Department  of 
Housing  and  Urban  Development,  451 
7th  Street,  SW.,  Washington,  D.C. 

Note. — It  is  hereby  certified  that  the  eco¬ 
nomic  and  infiationary  impacts  of  these  reg¬ 
ulations  have  been  carefully  evaluated  in 
accordance  with  OMB  Circular  No.  A-107. 

Accordingly,  Chapter  II,  Subchapter 
B  of  Title  24  of  the  Code  of  Federal  Reg¬ 
ulations  is  amended  by  adding  a  new 
Part  250  to  provide  as  set  forth  below; 

Subpart  A — General  Provisions 

Sec. 

260.1  Purpose. 

250.2  Definition  of  state  housing  agency. 

250.3  State  housing  agency  as  an  ap¬ 

proved  agency. 

250.4  Effect  of  implementation  of  pro¬ 

gram  on  mortgage  market. 

250.6  Utilization  of  existing  multifamily 

insurance  authorities. 


Sec. 

250.6  Effect  of  availability  of  coinsurance 

on  insurance  otherwise  author¬ 
ized. 

250.7  Effect  of  availability  of  coinsurance 

on  flow  of  mortgage  credit  to 
older,  declining  areas. 

250.8  Coinsurance  pursuant  to  section 

223(e)  not  available. 

250.9  Safeguards  for  consumers. 

250.10  Eligible  projects. 

Subpart  B — Certification  of  a  State  Housing 
Agency  as  an  Approved  Agency 

250.201  Review  of  state  agency  prior  to  cer¬ 

tification  as  an  approved  agency. 

250.202  Certification  as  an  approved  agency. 

250.203  Duration  of  approval. 

250.204  Withdrawal  of  approval. 

250.205  Effect  of  withdrawal  of  certification 

as  an  approved  agency  on  insur¬ 
ance  commitments  made  by  the 
agency  while  it  was  approved. 

250.207  Mortgage  servicing  during  coinsur¬ 

ance  period. 

250.208  Required  regulatory  agreement  with 

mortgagors. 

Subpart  C — Eligibility  Requirements  Applicable 
to  All  Mortgages  To  Be  Coinsurea 

260.301  Application. 

250.302  Application  fees,  inspection  fees, 

and  service  charges. 

Processing  and  Commitment 
250.305  Processing  and  commitment. 

Eligible  Mortgages 

250.309  Mortgage  form. 

250.310  Mortgage  lien. 

250.311  Maturity. 

250.312  Payment  requirements. 

250.312a  Application  of  mortgage  payments. 

250.313  Mortgage  to  cover  the  entire  prop¬ 

erty. 

250.314  Covenant  for  hazard  Insurance. 

250.315  Accumulation  of  accruals. 

250.316  Prepayment  privileges. 

250.317  Late  charge. 

250.318  Maximum  mortgage  interest  rate. 

250.320  Loans  to  cover  2-year  operating 

loss. 

250.321  Mortgagor’s  certificate  of  nondis¬ 

crimination  and  mortgage  cove¬ 
nant  regarding  use  of  property. 

Supervision  of  Mortgagors 

250.322  Regulation  of  mortgagors. 

250.323  Supervision  applicable  to  all  mort¬ 

gagors. 

250.324  Supervision  applicable  to  general 

mortgagors. 

250.325  Supervision  applicable  to  limited 

distribution  mortgagors. 

250.326  Supervision  applicable  to  coopera¬ 

tive  mortgagors. 

250.327  Occupancy  requirements  applicable 

to  all  mortgagors. 

Prevailing  Wage  Requirements 

250.328  Application  of  prevailing  wage  re¬ 

quirements. 

250.329  Discrimination  prohibited.  - 

Property  Requirements 

250.330  Eligibility  of  property. 

Property  Requirements 

250.331  Development  of  property. 

250.332  Commercial  and  community  facili¬ 

ties.  - 

Cost  Certification  Requirements 

250.333  Certification  of  cost  requirements. 

250.334  Form  of  contract. 

250.335  Certificate  as  to  subcontracts. 

250.336  Certificate  of  actual  cost — contents 

in  general. 
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Sec. 

250.337  Certificate  of  actual  cost — builder’s 

and  tponsor’s  profit  and  risk  al¬ 
lowance. 

250.338  Contractor’s  certification. 

250.389  Records. 

250.340  Certificate  of  public  accountant. 

250.341  Certification  of  Actual  Cost — Land 

Value. 

250.342  Reduction  In  mortgage '  amount — 

new  construction. 

250.343  Reduction  In  mortgage  amount — 

rehabilitation. 

250.344  Requisites  of  agreement  and  certi¬ 

fication. 

250.345  Cost  certification  incontestable. 

-  Tm.E 

250.346  EligibUlty  of  title. 

250.347  Title  evidence. 

260.348  Effect  of  amendments. 

Subpart  D — Requirements  Applicable  to  Mort> 
gages  Insured  Under  Sections  221(d)(3)  or 
221(d)(4) 

Eligible  Mortgagors 

250.401  Eligible  mortgagors. 

Maximum  Mortgage  Amounts 

250.402  Maximum  mortgage  amounts. 

260.403  Adjusted  mortgage  amount — ^reha¬ 

bilitation  projects. 

Mortgages  Insured  Pursuant  to  Section 
223(f) 

250.410  Eligibility  of  mortgages  on  existing 

construction. 

250.411  Application  and  commitment. 

260.413  Maximum  mortgage  amounts. 

250.414  Refinancing  eligible  property  in 

older,  declining  areas. 

260.416  Eligible  projects. 

250.416  Eligibility  requirements. 

250.417  Secondary  financing. 

Subpart  E — Requirements  Applicable  to 
Mortgages  Insured  Under  Section  236 

250.601  Definitions  used  in  this  subpart. 

250.602  Eligible  mortgagors. 

260.603  Maximum  mortgage  amounts. 

250.504  Commercial  and  community  facil¬ 

ities. 

260.505  Rental  charges. 

250.506  Determination  of  project  feasibil¬ 

ity — fair  market  rentals. 

250.507  Excess  rental  charges. 

260.608  Occupancy  requirements. 

260.609  Guidelines  for  assisted  admissions. 

250.610  Form  of  lease  and  occupancy  agree¬ 

ment. 

'mortgages  Insured  Pursuant  to  Secttok 
>  223(f) 

260.515  Incorporation  by  reference. 

250.516  Maximum  mortgage  amount. 

Subpart  F — Contract  Rights  and  Obligations 
260.701  Definitions. 

260.703  Creation  of  contract  of  coinsurance. 

250.704  Interest  reduction  payments  con¬ 

tract. 

Mortgage  Insurance  Premiums 

250.705  Amount  of  MIP  to  be  collected  from 

the  mortgagor. 

260.706  Method  of  payment  of  MIP. 

260.707  Aimual  payment  of  MIP  on  a  level 

percentage  of  the  declining  prin- 
,  clpal  balance. 

250.710  Duration  of  MIP. 

250.712  Pro  rata  payment  of  annual  MIP. 

Default  Under  the  Mortgage 
250.716  Definition  of  default. 

250.716  Date  of  default. 

250.717  Notice  of  defajilt. 


RULES  AND  REGULATIONS 

Sec. 

250.718  Reinstatement  of  defaulted  mort¬ 

gage. 

250.719  Fcx’bearance  relief. 

250.720  Special  forbearance  agreement. 

Advances  bt  Commissioner  to  Agency 
250.723  Advance  to  agency. 

Termination 

250.726  Termination  of  coinsurance  con¬ 

tract. 

250.727  Notice  and  date  of  termination  by 

Commissioner. 

250.728  ,  Effect  of  termination. 

Claim  Procedure 

250.730  Acquisition  of  property. 

250.731  Deed  in  lieu  of  foreclosure. 

250.732  Notice  of  Commissioner. 

260.733  Application  for  insurance  benefits. 

Payment  of  Insurance  Benefits 

250.734  Method  of  payment. 

250.738  Amount  of  payment. 

250.739  Disposition  of  property. 

250.740  Items  included  in  claim  payment. 

250.741  Items  deducted  from  claim  payment. 

250.742  Debentures. 

Amendments 

250.743  Effect  of  amendments. 

Authority:  Sec.  7(d),  Department  of  HUD 
*Act  (42  U.S.C.  3535(d) ) . 

Subpart  A — General  Provisions 
§  250.1  Purpose. 

(a)  Section  307  of  the  Housing  and 
Community  Development  Act  of  1974 
amended  the  National  Housing  Act  by 
adding  a  new  section  244  entitled  Coin¬ 
surance.  Section  244  authorizes  the  Sec¬ 
retary  of  Housing  and  Urban  Develop¬ 
ment  to  insure  and  make  a  commitment 
to  insure,  under  any  provision  of  Title 
II  of  the  National  Housing  Act,  any 
mortgage  otherwise  eligible  for  insur¬ 
ance  under  such  provisions,  pursuant  to 
a  coinsurance  contract  providing  that 
the  agency  will  (1)  assume  a  percentage 
of  any  loss  and  (2)  carry  out  (subject 
to  audit,  exception,  or  review  require¬ 
ments)  such  credit  approval,  appraisal, 
inspection,  commitment,  property  dispo¬ 
sition,  or  other  functions  as  the  Sec¬ 
retary  approves. 

(b)  By  placing  some  of  the  risks  which 
HUD  now  assumes  when  insuring  mort¬ 
gages  on  approved  State  Housing  Agen¬ 
cies  the  demonstration  program  autho¬ 
rized  by  section  244  of  the  National 
Housing  Act  could  help  to  assure  more 
careful  Initial  evaluation  of  insured  proj¬ 
ects  by  lenders  who  are  willing  to  accept 
some,  but  are  unwilling  to  accept  all,  of 
the  risk  of  mortgage  lending  for  rental 
housing  projects  which  are  intended  to 
be  made  available  for  occupancy  by  low 
and  moderate  Income  families  and  which 
receive  the  benefits  of  various  federal 
or  State  subsidy  or  assistance  programs 
which  help  to  reduce  the  monthly  rentals 
for  tenants.  It  could  also  make  feasible 
assumption  by  lenders  of  the  processing 
responsibilities  Incidental  to  a  mortgage 
Insurance  program  and  perhaps  reduce 
the  present  length  of  time  required 
to  approve  applications  for  mortgage 
Insurance. 
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(c)  Congress,  in  enacting  the  legisla¬ 
tion  authorizing  the  program  imple¬ 
menting  this  part,  made  clear  that  it  was 
concerned  that  implementation  of  this 
program  not  disrupt  the  mortgage  mar¬ 
ket  or  reduce  the  availability  of  mort¬ 
gage  credit  to  borrowers  who  depend  on 
mortgage  insurance.  The  Congress  also 
indicated  its  concern  that  in  delegating 
mortgage  insurance  processing  duties  to 
lenders,  physical  inspections  of  new 
dwelling  units  be  continued  in  accord¬ 
ance  with  the  same  standards  used  un¬ 
der  the  regular  HUD  programs.  To  ac¬ 
cord  with  these  concepts,  this  part  sets 
forth  the  Department’s  regulations  de¬ 
scribing  a  coinsurance  program  for 
mortgages  on  multifamily  projects  un¬ 
derwritten  by  State  Housing  Agencies. 
These  agencies  have  made  significant 
contributions  toward  providing  rental 
housing  for  families  of  low  and  moderate 
income  over  the  last  several  years.  Re¬ 
cently,  however.  State  Housing  Agencies 
have  experienced  problems  in  selling  the 
volume  of  notes  and  bonds  necessary  to 
support  their  programs  at  reasonable  in¬ 
terest  rates. 

fd)  The  primary  purpose  of  -this  pro¬ 
gram  is  for  HUD  to  assume  some  of  the 
exposure  of  the  multifamily  loans  made 
by  State  Housing  Agencies,  thereby  re¬ 
ducing  the  perceived  risks  to  investors 
and  increasing  the  agencies’  access  to 
capital  markets.  At  the  same  time  use  of 
this  program  will  enable  the  Department 
of  Housing  and  Urban  Development  to 
develop  experience  under  provisions  for 
delegations  of  processing  and  risk  shar¬ 
ing  which  will  be  reported  to  the  Con¬ 
gress  as  required  under  Section  244.  In 
recognition  of  the  capabilities  of  State 
Housing  Agencies,  their  successful  op¬ 
erating  histories  and  their  accountability 
to  their  individual  State  governments, 
these  regulations  vest  the  maximum 
amount  of  processing  responsibilities 
with  these  agencies,  and  to  the  maximum 
extent  permissible  under  the  statutes  au¬ 
thorizing  this  program,  permit  these 
agencies  to  retain  autonomy  in  their 
underwriting  practices.  In  such  a  man¬ 
ner,  the  Federal  interest  will  be  safe¬ 
guarded  and  the  State  Housing  Agencies 
will  be  able  to  continue  to  produce  hous¬ 
ing  in  substantial  volume. 

(e)  The  authority  for  the  program  to 
be  implemented  by  this  part  expires  on 
Jime  30,  1977.  No  mortgage  shall  be  in¬ 
sured  pm'suant  to  this  part  after  the 
Secretary’s  authority  to  insure  pursuant 
to  this  part  shall  have  expired,  except 
pursuant  to  a  commitment  to  insure 
made  before  that  date. 

§  250.2  DeHnition  of  state  housing 

agency. 

As  used  in  this  ptart,  the  term  “State 
Housing  Agency”,  or  “Agency”  means  any 
public  body,  agency,  or  instrumentality 
created  b^  a  specific  act  of  a  state  legis¬ 
lature  and  empowered  to  finance  activi¬ 
ties  designed  to  provide  housing  and  re,- 
lated  facilities,  through  land  acquisition, 
construction,  or  rehabilitation,  for  per¬ 
sons  and  families  of  low  and  moderate 
income. 
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§  230.3  Approved  agency. 

An  approved  agency  under  this  part 
must  be  a  State  Housing  Agency  certified 
as  eligible  to  underwrite  mortgages  for 
coinsurance  as  provided  in  §  250.202.  The 
HUD  Central  Office  shall  have  sole  re¬ 
sponsibility  for  the  processing  and  re¬ 
view  of  applications  of  approved  agencies 
pursuant  to  the  requirements  of  this  part, 
except  to  the  extent  that  Field  Office 
processing  and  review  is  required  for  de¬ 
terminations  luider  Section  213(d)  of  the 
1974  Act  and  for  environmental  review. 

§  250.4  Effect  of  implementation  of  pro¬ 
gram  on  mortgage  market. 

Section  244  of  the  National  Hotising 
Act  requires  that  no  contract  of  coin¬ 
surance  will  be  entered  into  under  this 
part  until  the  Secretary,  has,  after  due 
consultation  with  the  mortgage  lending 
industry,  determined  that  a  program  for 
State  House  Finance  Agencies,  as  au¬ 
thorized  by  Section  244,  will  not  disrupt 
the  mortgage  market  or  reduce  the  avail¬ 
ability  of  mortgage  credit  to  borrowers 
who  depend  upon  mortgage  insurance 
provided  under  provisions  of  the  Na¬ 
tional  Housing  Act  other  than  Section 
244.  The  mortgage  lending  industry  has 
received  adequate  opportunity  through 
the  public  comment  period  to  make  its 
views  known  and  the  issuance  of  these 
regulations  shall  be  considered  a  deter¬ 
mination  that  no  adverse  effects  on  the 
mortgage  market  are  reasonably  predict¬ 
able  from  such  issuance.  The  Depart¬ 
ment  intends,  however,  to  continuously 
monitor  the  impact  of  this  program  and 
to  consider  evidence  submitted  at  any 
time  which  would  tend  to  suggest  that 
disruptions  in  the  mortgage  market  or 
reduced  availability  of  mortgage  credit 
to  borrowers  is  causally  related  to  ^e 
availability  of  coinsurance  under  this 
part. 

§  250.5  L'tilizalion  of  existing  multi¬ 
family  insurance  authorities. 

With  respect  to  mortgages  covering 
projects  to  be  constructed  or  rehabili¬ 
tate  after  an  application  for  coinsur¬ 
ance  under  this  part  is  filed,  mortgage  in¬ 
surance  will  be  provided  under  Section 
221(d)  (3),  221(d)  (4),  or  236  of  the  Na¬ 
tional  Housing  Act  and  the  regulations 
implementing  those  sections  as  set  forth 
in  this  part.  With  respect  to  mortgages 
covering  completed  projects,  mortgage 
insurance  will  be  provided  pursuant  to 
Section  223(f),  under  Sections  221(d) 
(3),  221(d)(4),  and  Section  236  of  the 
National  Housing  Act  and  the  regulations 
Implementing  those  sections  as  set  forth 
in  this  part.  Any  mortgage  assisted 
through  the  Section  8  Housing  Assist¬ 
ance  Payments  Program  and  insured  pur¬ 
suant  to  this  part,  may  be  processed  by 
the  agency  for  Section  8  assistance  in 
accordance  with  all  provisions  of  24  CPR 
Part  883. 

§  250.6  Effect  of  availability  of  coinsur- 
•  ance. 

No  Insurance  authorized  under  any 
provision  of  the  National  Hotising  Act 
other  than  Section  244  of  that  Act  shall 
be  withdrawn,  denied,  or  delayed  by 


reason  of  the  availability  of  insurance 
under  the  program  authorized  by  this 
part. 

§  250.7  Effect  of  availability  of  coinsur¬ 
ance  on  flow  of  mortgage  credit  to 
older,  declining  areas. 

Insurance  will  continue  to  be  avail¬ 
able  under  this  part  only  to  the  extent 
the  Secretary  has  determined  that  the 
availability  of  insurance  authorized  by 
this  part  does  not  adversely  effect  the 
flow  of  mortgage  credit  to  older,  declin¬ 
ing  areas  and  to  the  purchasers  of  older 
and  lower-cost  housing. 

§  250.8  Coinsurance  pursuant  to  section 
223  (e)  not  available. 

Instu^nce  authorized  by  this  part  will 
not  be  available  for  mortgages  on  prop¬ 
erties  which  are  eligible  to  be  insured 
solely  pursuant  to  the  authority  of  Sec¬ 
tion  223(e)  of  the  National  Housing  Act. 

§  250.9  Safeguards  for  consumers. 

(a)  The  inspection  of  construction  on  ’ 
projects  covered  by  mortgages  approved 
for  coinsurance  prior  to  the  beginning 
of  construction  under  this  part  shall  be 
conducted  in  accordance  with  the  stand¬ 
ards  and  criteria  set  forth  in  Subpart  S 
of  .Part  200  of  this  chapter  and  used 
with  respect  to  dwellings  or  projects  ap¬ 
proved  for  mortgage  insurance  under 
provisions  of  Title  II  of  the  National 
Housing  Act  other  than  Section  244. 

(b)  The  National  Environmental 
Policy  Act  of  1969,  as  amended,  is  ap¬ 
plicable  to  major  Federal  actions  pro¬ 
posed  pursuant  to  this  part.  The  Secre¬ 
tary  may  make  appropriate  provision  for 
the  delegation  to  a  State  agency  of  prep¬ 
aration  of  any  detailed  statement  re¬ 
quired  pursuant  to  Section  102(2)  (C) 
of  that  statute.  However,  final  responsi¬ 
bility  for  making  determinations  related 
to  environmental  impact  which  are  not 
delegable  under  the  National  Environ¬ 
mental  Policy  Act  of  1969  has  been  re¬ 
tained  by  the  Department  of  Housing 
and  Urban  Development. 

§  250.10  Eligible  projects. 

Projects  to  be  constructed  or  rehabili¬ 
tated  after  an  application  for  coinsur¬ 
ance  imder  this  part  is  filed  or  completed 
projects  are  eligible  for  coinsurance  un¬ 
der  this  part.  To  be  eligible  for  mortgage 
insurance  under  this  part,  for  projects 
to  be  constructed  or  rehabilitate  after 
the  coinsurance  application  is  filed,  proj¬ 
ect  mortgage  applications  shall  provide 
evidence  that  the  benefits  of  a  federal, 
state  or  local  program  will  permit  at 
least  20  percent  of  the  units  to  be  occu¬ 
pied  by  families  whose  income  does  not 
exceed  80  percent  of  the  median  in¬ 
come  for  the  area,  with  adjustments  for 
smaller  or  larger  families. 

Subpart  B — ^Certification  of  a  State 
Housing  Agen<^  as  an  Approved  Agency 

§  250.201  Review  of  state  agency  prior 
to  certification  as  an  approved 
agency. 

Certification  of  a  State  Housing 
Agency  as  an  approved  agency,  eligible 
to  underwrite  and  service  mortgages  on 
multi-family  projects  for  coinsurance, 


will  be  made  after  an  on-site  review  of 
the  Agency’s  operations  by  HUD.  This 
review  will  cover  the  adequacy  of  the 
Agency’s  technical  staff,  procedures  for 
screening  and  processing  applications  for 
mortgage  insurance,  and  the  Agency’s 
capability  to  service  such  mortgages  and 
supervise  project  management. 

§  250.202  Certification  as  an  approved 

agency. 

A  State  Housing  Agency  whose  tech¬ 
nical  staff  and  procedures  for  screening 
and  processing  applications  have  been 
deemed  satisfactory  after  the  review  re¬ 
quired  by  §  250.201  and  meeting  the  fol¬ 
lowing  special  requirements  may  be  cer¬ 
tified  as  an  approved  agency  eligible  to 
underwrite  mortgages  on  nily 

projects  under  this  part: 

(a)  It  shall  provide  a  W.  'tten  opinion 
of  its  Counsel  that  it  has  the  necessary 
powers  under  State  law  to  participate 
in  the  program  authorized  under  this 

.part; 

(b)  It  shall  submit  evidence  to  the 
Commissioner  that  its  assets  are  properly 
proportioned  to  its  liabilities  and  are 
adequate  for,  and  invested  properly  in 
relation  to,  the  character  and  extent  of 
its  intended  operations; 

(c)  It  shall  submit  evidence  to  the 
Commissioner  that  it  has  established 
procedures  for  discharging  full  under¬ 
writing,  servicing  and  property  disposi¬ 
tion  functions  in  a  manner  which  is  not 
inconsistent  with  the  requirements  of 
this  part; 

(d)  It  shall  submit  to  periodic  audit¬ 
ing  and  review  by  the  Commissioner  or 
the  Comptroller  General  of  the  United 
States  with  respect  to  its  participation 
in  the  program  authorized  by  this  part; 

(e)  It  shall  submit  its  most  recent  de¬ 
tailed  audit  report  of  its  bocks  made  by 
an  independent  certified  public  account 
selected  in  accordance  with  applicable 
State  law  or  procedmes  supplemented  by 
such  additional  financial  information  as 
the  Commissioner  shall  requent; 

(f)  It  shall  file  with  the  Commis¬ 
sioner  similar  annual  audits  within  (1) 
such  period  of  time  required  pursuant  to 
agency  statute  and  procedures  or  (2) 
within  150  days  of  the  closing  of  its  fis¬ 
cal  year  so  long  as  its  approval  as  an  ap¬ 
proved  agency  continues; 

(g)  It  shall  have  the  capability,  either 
through  technical  staff  employed  by  it, 
or  through  contracts  with  persons  out¬ 
side  of  the  agency,  to  discharge  full 
mortgage  underwriting,  servicing  and 
property  disposition  functions; 

(h)  It  shall  promptly  notify  the  Com¬ 
missioner  of  any  changes  in  its  process¬ 
ing  procedures  which  take  place  after  its 
certification  as  an  approved  agency,  and 
shall  make  no  changes  in  its  processing 
procedures  which  the  Commissioner  de¬ 
termines  are  inconsistent  with  the  re¬ 
quirements  of  this  part; 

(i)  It  shall  have  in  its  immediate  em¬ 
ploy  a  technical  staff  consisting  of  at 
least  one  individual  who  is  knowledge¬ 
able  in  the  area  of  construction,  one  in 
underwriting  skills  and  one  who  is 
skilled  in  the  management  of  multifam¬ 
ily  projects; 
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(j)  It  shall  have  In  its  Immediate  em¬ 
ploy  staff  with  sufficient  professional 
and  technical  competence  to  monitor 
the  performance  of  any  work  it  con¬ 
tracts  to  have  done  by  persons  outside 
the  agency  such  as  appraisals,  costs, 
architectual,  engineering  and  manage¬ 
ment  services; 

(k)  All  appraisers  used  by  the  agency 
to  evaluate  coinsured  mortgages  must 
adhere  to  minimum  standards  of  edu¬ 
cation  and  experience  established  by  the 
Commissioner. 

§  250.203  Duration  of  approval. 

Initial  certification  of  a  State  Agency 
as  an  approved  agency  under  §  250.202 
will  be  valid  imtil  the  Secretary’s  au¬ 
thority  to  coinsure  pursuant  to  this  part 
shall  have  expired,  tmless  such  approval 
is  withdrawn  pursuant  to  the  provisions 
of  S  250.204. 

§  250.204  'Withdrawal  of  approval. 

Tlie  Commissioner  may  refrain  from 
issuing  a  commitment  for  mortgage  in¬ 
surance  authorized  by  this  part  with  re¬ 
spect  to  any  project  proposed  for  coin¬ 
surance  by  an  agency  which  has  been 
given  written  notice  by  the  Commis¬ 
sioner  that  its  certification  as  an  ap¬ 
proved  agency  under  this  part  may  be 
suspiended  or  withdrawn.  Certification 
as  an  approved  agency  under  this  part 
may  be  suspended  or  withdrawn  pursu¬ 
ant  to  the  provisions  of  Part  24  of  this 
title  for  any  of  the  following  causes: 

(a)  Failure  to  maintain  satisfactory 
capital  fimds  or  structure; 

(b)  Failure  to  perform  underwriting, 
servicing,  or  property  disposition  func¬ 
tions  consistent  with  the  requirements 
of  this  part; 

(c)  Failure  to  discharge  responsibili¬ 
ties  under  a  contract  for  coinsurance; 

<d)  The  transfer  of  a  coinsured  mort¬ 
gage  to  an  agency  not  approved  under 
this  part; 

(e)  The  failure  to  segregate  all  es¬ 
crow  fimds  received  from  mortgagors  on 
account  of  ground  rents,  taxes,  assess¬ 
ments  and  insurance  premiums,  and  to 
deposit  such  funds  to  a  special  accoimt 
or  accounts; 

(f)  The  use  of  escrow  fimds  for  any 
purpose  other  than  that  for  which  they 
were  received; 

(g)  The  payment  by  the  agency  of  any 
fee,  kickback,  or  other  consideration,  di¬ 
rectly  or  indirectly,  in  connection  with 
any  insured  mortgage  transaction  or 
transactions  to  any  person  mcludlng  an 
attorney,  escrow  agent,  title  company, 
consultant,  mortgage  brewer,  seller, 
builder,  or  real  estate  agent  if  such  per¬ 
son  has  received  any  other  payment  or 
other  consideration  from  the  mortgagor, 
the  seller,  the  builder,  or  any  other  per¬ 
son  for  services  related  to  such  transac¬ 
tion  or  transactions  or  from  or  related  to 
the  purchase  or  sale  of  the  mortgaged 
property,  except  that  compensation  may 
be  paid  for  the  actual  performance  of 
such  services  as  may  be  approved  by  the 
Commissioner. 

(h)  Such  other  reason  as  the  Commis¬ 
sioner  determines  to  be  Justified. 


§  250.205  Effect  of  withdrawal  of  certi¬ 
fication  as  an  approved  agency  on 
insurance  conunitments  made  by  the 
agency  while  it  was  approved. 

Withdrawal  or  termination  of  a  State 
Housing  Agency’s  certification  as  an  ap¬ 
proved  agency  under  this  part  will  not 
affect  any  mortgage  insurance  commit¬ 
ment  issued  while  the  Agency  was  an 
approved  agency  or  the  insurance  on 
mortgages  accepted  for  insurance  while 
the  Agency  was  an  approved  agency. 

§  250.207  Mortgage  servicing  during  co- 
insurance  period. 

Servicing  functions  during  the  period 
when  the  Commissioner  is  a  coinsurer  of 
the  mortgage  diall  be  performed  only  by 
the  agency,  except  that  the  agency  may 
elect  to  delegate  servicing  to  another  en¬ 
tity  if  the  agency  retains  its  obligations 
under  this  part. 

§  250.208  Required  regulatory  agree¬ 
ment  with  mortgagors. 

(a)  The  agency  and  the  mortgagor 
shall  effect  an  agreement  whereby  the 
mortgagor,  as  further  consideration  for 
the  making  of  the  mortgage  loan,  con¬ 
tracts  with  the  agency  and  with  the 
Commissioner  that  It  will  fulfill  the  pro¬ 
visions  of  Subpart  C,  §§  250.322  through 
250.327.  Such  regulation  or  restriction 
will  be  in  the  form  of  a  regulatory  con¬ 
tract  between  the  mortgagor  and  the 
agency  which  shall  be  responsible  for 
enforcing  the  provisions  of  the  regula¬ 
tory  contract. 

(b)  Further,  the  agency  may  regulate 
and  restrict  the  mortgagor,  as  long  as 
the  Commissioner  and  the  agency  are 
coinsurers  of  the  mortgage,  on  such  other 
matters  as  may  be  required  by  the  mort¬ 
gagee  as  conditions  for  lending  which 
do  not  conflict  with  the  requirements  of 
the  Commissioner  under  this  part. 

Subpart  C — Eligibility  Requirements  Appli¬ 
cable  to  Alt  Mortgages  To  Be  Coinsured 

§  250.301  Application. 

The  application  for  a  commitment  to 
make  a  coinsured  mortgage  loan  on  a 
project  shall  be  submitted  to  the  agency 
by  the  sponsor  of  such  project  accom¬ 
panied  by  such  exhibits  as  may  be  re¬ 
quired  by  the  agency  to  enable  the  agen¬ 
cy  to  comply  with  requirements  for 
coinsurance  of  the  mortgage  established 
under  this  part.  An  application  for  a 
commitment  to  make  a  mortgage  loan 
may  be  required  by  the  agency  prior  to 
the  submission  of  the  application  con¬ 
templating  mortgage  insurance. 

§  250.302  Application  fees,  inspection 
fees,  and  service  charges. 

The  agency  may  collect  from  the  mort¬ 
gagor  such  application  fees,  inspection 
fees,  and  initial  service  charges  as  it  may 
require  to  reimburse  itself  for  the  cost  of 
processing  an  application,  conducting 
inspections,  and  closing  a  mortgage 
transaction.  The  amount  of  such  fees  and 
charges  incident  to  construction,  which 
may  be  included  in  the  computation  of 
the  value  or  replacement  cost  of  the  proj¬ 
ect  upon  which  the  maximum  mortgage 
amount  will  be  determined,  shall  not  ex¬ 


ceed  3  percent  of  the  value  or  replace¬ 
ment  cost  of  such  project. 

§  250.305  Processing  md  commitment. 

The  agency  shall  perform  all  of  the 
processing  and  make  all  of  the  determi¬ 
nations  of  the  eligibility  of  a  mortage 
for  coinsurance  under  this  Part  except 
for  the  determinations  required  under 
Section  213(d)  of  the  Housing  and  Com¬ 
munity  Development  Act  of  1974  and 
those  determinations  related  to  envi¬ 
ronmental  impact  which  are  not  delega¬ 
ble  under  the  National  Environmental 
Policy  Act  of  1969,  and,  upon  completion 
of  such  processing  and  determinations, 
shall  submit  to  the  Commissioner  a  re¬ 
quest  for  issuance  of  a  commitmient  for 
mortgage  insurance,  which  application 
shall  be  acted  upon  by  the  Commissioner 
and  returned  to  the  agency  promptly.  A 
commitment  to  insure  issued  by  the  Com¬ 
missioner  shall  be  based  upon  certifica¬ 
tions  made  by  the  agency  as  to  its  com¬ 
pliance  with  the  requirements  of  this 
part.  A  commitment  to  insure  upon  com¬ 
pletion  shall  be  effective  for  18  months 
within  which  period  the  mortgagor  is  re¬ 
quired  to  begin  construction,  and  if  con¬ 
struction  is  begun  as  requir^,  the  com¬ 
mitment  shall  be  effective  for  such  addi¬ 
tional  period  as  determined  by  the  agen¬ 
cy.  The  term  of  a  conunitment  may  be 
extended  or  may  be  amended  in  such 
manner  as  the  agency  may  prescribe 
from  time  to  time  pursuant  to  an  appli¬ 
cation  to  the  Commissioner  for  such  ex¬ 
tension  or  amendment  of  said  conunit¬ 
ment,  which  application  shall  be  acted 
upon  by  the  Commissioner  and  returned 
to  the  agency  promptly  after  receipt 
thereof.  An  expired  commitment  may 
be  reopened  if  a  request  for  reopening 
Is  received  by  the  agency  from  the  mort¬ 
gagor  within  90  days  of  the  expiration  of 
the  conunitment  and  the  Commissioner 
shall  act  upon  the  application  for  reopen¬ 
ing  of  such  expired  cmnmitment  in  the 
manner  prescribed  for  amendment  or  ex¬ 
tension  of  commitments  herein  above  set 
forth.  Upon  completion  of  construction 
and  receipt  by  the  Commissioner  of  the 
agency’s  certification  that  the  terms  and 
conditions  of  the  commitment  for  coin¬ 
surance  have  been  satisfied,  the  Com¬ 
missioner  shall,  promptly  after  receipt  of 
application,  issue  a  Mortgage  Insurance 
Certificate  for  the  mortgage:  Prtyvided, 
That  the  requirements  of  §  250.703  have 
been  met. 

Eligible  Mortgages 
§  250.309  Mortgage  form. 

(a)  The  mortgage  shall  be  executed  on 
the  agency’s  form  as  approved  by  the 
Commissioner  for  use  in  the  jurisdiction 
In  which  the  property  covered  by  the 
mortgage  is  situated,  which  form  shall 
not  be  changed  without  the  prior  written 
approval  of  the  Commissioner. 

(b)  In  the  case  of  cooperative  mort¬ 
gagors,  the  mortgage  shall  provide  that 
the  mortgagor  will  not  arrange  for  man¬ 
agement  of  the  property  except  In  the 
manner  and  under  an  agreement  ap¬ 
proved  by  the  agency  and  the  Commis¬ 
sioner  in  writing. 
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§  250.310  Mortgage  lien. 

A  mortgagor  shall  certify  at  flntd  en¬ 
dorsement  of  the  loan  for  insurance  and 
the  agency  shall  determine  that: 

(a)  The  property  covered  by  the  mort¬ 
gage  Is  free  and  clear  of  all  hens  other 
than  the  insured  mortgage  and  such 
other  liens  as  may  be  approved  by  the 
agency  and  the  Commissioner.  Liens 
other  than  the  insured  mortgi^e  which 
may  be  approved  (other  than  hens  for 
taxes  and  assessments  of  the  State  or 
subdivisions  of  the  State, not  yet  due 
and  payable,  or  ground  rents)  may  not 
have  under  appUcable  law  a  priority 
equal  or  superior  to  the  insured  mort¬ 
gage. 

(b)  There  will  not  be  outstanding  any 
unpaid  obligation  contracted  for  in  con¬ 
nection  with  the  mortgage  transaction, 
the  purchase  of  the  mortgaged  prop¬ 
erty,  or  the  construction  of  the  project, 
exc^t  obligations  approved  by  the 
agency  and  the  Commissioner.  Obliga¬ 
tions  of  the  mortgagor  shall  be  approved 
under  this  section  only  if  such  obligations 
are  determined  to  be  of  a  lesser  priority 
for  payment  than  the  obligation  of  the 
insured  mortgage. 

§  250.311  Maturity. 

The  mortgage  shall  have  a  maturity 
satisfactory  to  the  agency,  not  in  excess 
of  40  years  from  commencement  of 
amortization  or  for  such  longer  term 
as  may  be  approved  by  the  Commissioner. 

§  250.312  Payment  requirements. 

(a)  Method  of  payment.  The  mort¬ 
gage  shall  provide  for  monthly  payments 
on  the  first  day  of  each  month  on  ac¬ 
count  of  Interest  and  principal  and  shall 
provide  for  payments  in  accordance  with 
an  amortization  plan  as  agreed  upon  by 
the  mortgagor,  the  agency  and  the  Com¬ 
missioner. 

(b)  Date  of  first  payment  to  principal. 
The  agency  shall  estimate  the  time  nec¬ 
essary  to  complete  the  project  and  shall 
establish  pursuant  to  standards  adopted 
by  the  agency  the  date  of  the  first  pay¬ 
ment  to  principal  so  that  the  lapse  of 
time  between  completion  of  the  proj¬ 
ect  and  commencement  of  amortization 
will  not  be  longer  than  that  deemed  nec¬ 
essary  and  appropriate  by  the  agency  to 
obtain  sustaining  occupancy.  In  the  case 
of  mortgages  Insured  under  Section  223 
(f),  the  date  of  first  payment  to  princi¬ 
pal  shall  be  the  first  day  of  the  second 
month  following  the  date  of  Initial-final 
endorsement  of  the  mortgage  for  insur¬ 
ance, 

§  250.312a  Application  of  mortgage 
payments. 

The  mortgage  shall  provide  that  all 
monthly  payments  being  made  by  the 
mortgagor  to  the  agency  shall  be  added 
together  and  the  aggregate  thereof  shall 
be  paid  by  the  mortgagor  upon  each 
monthly  payment  date  in  a  single  pay¬ 
ment.  TTie  agency  shall  apply  all  pay¬ 
ments  received  from  the  mortgagor  or 
for  the  accoimt  of  the  mortgagor  to  the 
following  items  in  the  order  set  forth: 

(a)  Premium  charges  under  the  con¬ 
tract  of  Insurance,  where  applicable. 


(1))  Ground  rents,  taxes,  special  assess¬ 
ments  and  fire  and  other  hazard  insur¬ 
ance  premiums. 

(c)  Interest  on  the  mortgage. 

(d)  Amortization  of  the  principal  of 
the  mortgage. 

§  250.313  Mortgage  to  cover  the  entire 

property. 

Tlie  mortgage  shall  cover  the  entire 
property  included  in  the  housing  project. 

§  250.314  Covenant  for  hazard  insur¬ 
ance. 

The  mortgage  shall  ccwitain  a  covenant 
acceptable  to  the  Commissioner  binding 
the  mortgagor  to  keep  the  property  in¬ 
sured  by  a  standard  policy  or  policies 
agaimt  loss  from  fire  and  such  other 
haz^ds  as  the  agency,  upon  the  insur¬ 
ance  of  the  mortgage,  may  stipulate,  in 
an  amount  which  will  comply  with  the 
coinsurance  clause  applicable  to  the  lo¬ 
cation  and  character  of  the  property,  but 
not  less  than  80  percent  of  the  actual 
cash  value  of  the  insurable  improve¬ 
ments  and  equipment  of  the  project.  The 
initial  coverage  shall  be  in  amount  esti¬ 
mated  by  the  agency  at  the  time  of  com¬ 
pletion  of  the  entire  project  or  units 
therefor.  The  policies  evidencing  such 
insurance  shall  have  attached  thereto  a 
standard  mortgagee  clause  making  loss 
payable  to  the  agency  and  the  Commis¬ 
sioner,  as  their  Interests  may  appear. 

§  250.315  Accumulation  of  accruaL. 

(a)  The  mortgage  shall  provide  for 
payments  by  the  mortgagor  to  the  agency 
on  each  interest  pasunent  date  of  an 
amount  sufQclent  to  accumulate  in  the 
hands  of  the  agency  one  payment  period 
prior  to  its  due  date,  the  next  annual 
mortgage  insurance  premium.  Such  pay¬ 
ments  shall  continue  only  so  long  as  the 
contract  of  insurance  shall  remain  in 
effect. 

(b)  The  mortgage  shall  provide  for 
such  equal  monthly  payments  by  the 
mortgagor  to  the  agency  as  will  amortize 
the  groimd  rents,  if  any,  and  the  esti¬ 
mated  amount  of  all  taxes,  water  rates 
and  special  assessments,  if  any,  and  fire 
and  other  hazard  insurance  premiums, 
within  a  period  ending  one  month  prior 
to  the  dates  on  which  the  same  become 
delinquent.  The  mortgage  must  also 
make  provision  for  adjustments,  in  case 
the  estimated  amount  of  such  taxes, 
water  rates  and  assessments,  and  insur¬ 
ance  premiums  shall  prove  to  be  more, 
or  less,  than  the  actual  amount  thereof 
so  paid  by  the  mortgagor. 

§  250.316  Prepaymenl  privileges. 

The  mortgage  may  establish  such  con¬ 
ditions  or  penalties  for  prepayment  as 
may  be  agreed  upon  by  the  agency  and 
mortgagor. 

§  250.317  Late  charge. 

The  mortgage  may  provide  for  the  col¬ 
lection  by  the  agency  of  a  late  charge, 
not  to  exceed  2  cents  for  each  dollar, 
of  each  pasunent  to  Interest  and  prin¬ 
cipal  more  than  1,5  days  in  arrears,  or 
such  other  charges  as  may  be  agreed  to 
by  the  agency  and  the  Cmnmlssioner,  to 
cover  the  extra  expense  Involved  in  han¬ 


dling  delinquent  payments.  Late  charges 
shall  be  separately  charged  to  and  col¬ 
lected  from  the  mortgagor  and  shall  not 
be  deducted  from  any  aggregate  monthly 
pasunent. 

§  250.318  Muximum  mortgage  interest 

rate. 

(a)  On  and  after  September  2,  1975, 
the  maximum  interest  rate  on  which 
commitments  to  insure  shall  be  issued 
shall  not  exceed  9  percent  per  annum. 

(b)  The  insured  mortgage  shall  bear 
interest  at  such  rate  as  may  be  agreed 
upon  by  the  mortgagor  and  the  agency 
but  such  rate  shall  not  exceed  the  rate 
specified  in  the  commitment  to  insure. 

At  the  request  of  the  agency,  the  Com¬ 
missioner  will  issue  an  amended  commit¬ 
ment  to  insure  at  a  higher  or  lower  inter¬ 
est  rate.  If  a  request  is  for  a  commitment 
to  insure  at  a  higher  rate,  such  higher 
rate  shall  not  exceed  the  maximum  rate 
in  effect  at  the  time  of  the  request  which 
shall  be  no  later  than  the  date  that  the 
mortgage  is  endorsed  for  insurance.  The 
agency  shall  only  request  a  commitment 
to  insure  a  mortgage  at  a  higher  rate 
than  that  specified  in  the  original  com¬ 
mitment  to  Insure  if  it  is  determined 
by  the  agency  that  the  project  which  is 
the  security  for  the  mortgage  will  be 
able  to  charge  the  increased  rentals  re¬ 
quired  to  amortize  a  mortgage  at  the 
higher  rate  without  adversely  affecting 
the  economic  soundness  of  the  project. 

§  250.320  Loans  to  cover  2-yeur  operat¬ 
ing  loss. 

(a)  Operating  loss  determination. 
When  the  agency  determines  that  an 
operating  loss  has  occurred  during  the 
first  two  full  years  following  completion 
of  the  project,  it  may,  in  its  discretion, 
make  a  loan  to  cover  such  loss  which 
shall  be  eligible  for  insurance  imder  this 
part.  For  the  purposes  of  this  section,  an 
operating  loss  shall  occur  when  the 
agency  determines  that  the  total  of  the 
taxes,  interest  on  the  mortgage  debt, 
mortgage  insurance  premiiuns,  hazard 
insurance  premiums,  and  the  expense  of 
maintenance  and  operation  of  the  proj¬ 
ect  (excluding  depreciation)  exceeds  the 
project  income  for  the  first  two  full  years 
following  the  date  upon  which  the 
agency  determined  the  project  was  sub¬ 
stantially  completed. 

(b)  Security  instrument.  The  loan 
shall  be  secured  by  an  Instrument  in  a 
form  approved  by  the  Conunissioner  for 
use  in  the  Jurisdiction  in  which  the  proj¬ 
ect  is  located. 

(c)  Maximum  interest  rate.  The  loan 
may  bear  interest  at  such  rate  as  may 
be  agreed  upon  by  the  agency  and  mort¬ 
gagor,  but  in  no  case  shall  such  rate  ex¬ 
ceed  the  highest  mortgage  interest  rate 
provided  for  under  this  part  on  the  date 
the  commitment  is  issu^.  Interest  shall 
be  payable  in  monthly  installments  on 
the  principal  then  outstanding. 

§  250.321  Mortgagor's  certificate  of  non¬ 
discrimination  and  mortgage  cove¬ 
nant  regarding  use  of  property. 

(a)  The  mortgagor  shall  certify  to 
the  agency  as  to  each  of  the  following 
points: 
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(1)  That  neither  he  (it),  nor  anyone 
authorized  to  act  for  him  (it) .  will  re¬ 
fuse  to  sell  or  rentr  after  the  making  of 
a  bona  fide  offer,  or  refuse  to  negotiate 
for  the  sale  or  rental  of,  or  otherwise 
make  unavailable  or  deny  any  part  of  the 
property  covered  by  the  mortgage  to  any 
person  because  of  race,  color,  sex,  reli¬ 
gion.  or  national  origin. 

(2)  That  any  restrictive  covenant  on 
such  property  relating  to  race,  color,  sex, 
religion,  or  national  origin  is  recognized 
as  being  illegal  and  void  and  is  hereby 
.specifically  disclaimed. 

(3)  That  civil  action  for  preventative 
relief  may  be  brought  by  the  Attorney 
(General  in  any  appropriate  U.S.  Dis¬ 
trict  Court  against  any  person  responsi¬ 
ble  for  a  violation  of  this  certification. 

(b)  The  mortgage  shall  contain  a  cove¬ 
nant  prohibiting  the  use  of  the  property 
covered  thereby  for  any  purpose  other 
than  that  for  which  it  was  intended  at 
date  the  mortgage  was  executed. 

Supervision  of  Mortgagors 
§  2S0.322  Regulation  of  niortgagor.<«. 

The  mortgagor  and  the  agency  may 
agree  to  such  regrulation  and  restriction 
of  the  actions  of  the  mortgagor  by  the 
agency  as  they  deem  desirable:  Provided. 
That  the  requirements  set  forth  in 
§§  250.323,  250.324,  250.325,  250.326  and 
250.327  are  adhered  to. 

§  250.323  Supervision  applieable  to  all 
mortgagors. 

(a)  No  charge  shall  be  made  by  the 
mortgagor  for  accommodations,  facil¬ 
ities,  or  services  offered  by  the  project  ex¬ 
cept  those  approved  in  writing  by  the 
agency. 

(b)  The  mortgagor  shall  maintain  its 
project,  the  ground,  buildings,  and  equip¬ 
ment  appurtenant  thereto,  in  good  re¬ 
pair  and  will  promptly  complete  neces¬ 
sary  repairs  and  maintenance  as  required 
by  the  agency. 

(c)  In  all  projects  a  fimd  for  replace¬ 
ments  shall  be  established  and  main¬ 
tained  with  the  agency.  The  amount  and 
type  of  such  fund  and  the  conditions 
under  which  it  shall  be  accumulated,  re¬ 
plenished,  and  used,  shall  be  specified  in 
the  charter,  trust  agreement,  or  regula¬ 
tory  agreement. 

(d)  The  mortgagor,  its  pirnierty, 
equipment,  buildings,  plans,  offices,  ap¬ 
paratus,  devices,  books,  contracts,  rec¬ 
ords,  documents,  and  papers  shall  be  sub¬ 
ject  to  inspection  and  examination  by 
the  agency,  the  Commissioner,  and  the 
Comptroller  General  of  the  United  States 
or  their  duly  authorized  agents  at  all 
reasonable  times. 

(e)  The  mortgagor  shall  execute  and 
deliver  to  the  agency  a  certificate  that 
the  books  and  accounts  of  the  mortgagor 
will  be  established  and  maintained  in  a 
manner  satisfactory  to  the  agency  on  the 
date  the  certificate  is  executed.  So  long 
as  the  mortgage  is  coinsured  under 
this  part,  the  mortgagor’s  books  and  ac¬ 
counts  will  be  kept  in  accordance  with 
the  requirements  of  the  agency;  will  be 
In  such  form  as  to  permit  a  speedy  and 
effective  audit  and  as  may  otherwise  be 
prescribed  by  the  agency;  will  be  main¬ 


tained  for  such  periods  of  time  as  may 
be  prescribed  by  the  agency;  and  will  be 
available  to  the  agency,  and  to  the 
Commissioner  and  to  the  Comptroller 
General  of  the  United  States  for  such  ex¬ 
amination  and  audit  as  they  may  desire 
to  make.  The  mortgagor  shall  file  with 
the  agency  the  following  reports  verified 
by  the  signature  of  such  officers  of  the 
mortgagor  as  the  agency  may  designate 
and  in  such  form  as  prescribed  by  the 
agency. 

(1)  Monthly  occupancy  reports  as  re¬ 
quired  by  the  agency. 

<2)  Complete  annual  financial  reports 
based  upon  examinations  of  the  books 
and  records  of  the  mortgagor,  prepared 
in  accordance  with  the  requirements  of 
the  agency,  certified  to  by  an  officer  of 
the  mortgagor  and,  when  required  by  the 
agency,  prepared  and  certified  by  a  Cer¬ 
tified  Public  Accountant,  or  other  public 
accountant  acceptable  to  the  agency. 

(3)  Specific  answers  to  questions  upon 
which  information  is  desired  from  time 
to  time  relative  to  the  actual  cost  of 
construction,  the  disposition  of  mortgage 
funds,  the  operation  and  condition  of  the 
property  and  the  status  of  the  coinsured 
mortgage. 

(4)  Properly  certified  copies  of  min¬ 
utes  of  meetings  of  directors,  officers, 
stockholders,  shareholders,  or  benefi¬ 
ciaries. 

§  250.324  Superviision  appltcnhlo  |<i  "rii- 
eral  mortgagors. 

General  mortgagors  may  include  mort¬ 
gagors  which  under  State  law  or  rules 
are  required  to  be  limited  or  regulated  as 
to  rates  of  return  or  distribution  of 
profits,  but  which  are  not  required  to  be 
so  limited  or  regulated  imder  the  provi¬ 
sions  of  Section  221(d)(4)  of  the  Na¬ 
tional  Housing  Act  if  the  mortgage  is  in¬ 
sured  imder  that  section.  The  following 
restrictions  and  regulations  will  be  ap¬ 
plicable  to  general  mortgagors  : 

(a)  Capital  structure.  (1)  The  number 
of  shares  of  capital  stock,  in  the  case  of 
a  corporation,  may  be  issued  in  such 
amounts  and  form  as  may  be  agreed  upon 
by  the  sponsors  and  the  agency  prior  to 
the  endorsement  of  the  mortgage  for  in¬ 
surance;  and 

(2)  In  the  case  of  a  trust  entity,  bene¬ 
ficial  certificates  of  interest,  or,  in  the 
case  of  a  partnership,  participations 
therein  may  be  issued  in  such  amounts 
and  form  as  may  be  agreed  upon  -by  the 
mortgagor  and  the  agency. 

(b)  Distribution  of  earnings.  Dividends 
or  other  distributions,  as  defined  in  the 
charter,  trust  agreement,  or  regxdatory 
agreement,  may  be  declared  or  made  only 
as  of  or  after  the  end  of  a  semiannual  or 
annual  fiscal  period.  No  dividends  or 
other  distributions  shall  be  declared  or 
made  except  out  of  surplus  cash  legally 
available  and  remaining  after  the  pay¬ 
ment  of  and  segregation  of  such  fimds  as 
determined  by  the  applicable  laws  and 
procedures  of  the  agency. 

(c)  Borrowed  funds.  No  distribution  of 
any  kind  may  be  made  from  borrowed 
fimds. 

(d)  Rents  and  charges.  In  approving 
the  allowable  rents  and  charges  and  in 


passing  upon  applications  for  changes, 
consideration  will  be  given  by  the  agency 
to  the  following  and  similsu:  factors: 

(1)  Rental  income  necessary  to  main¬ 
tain  the  economic  soundness  of  the  proj¬ 
ect. 

(2)  Rental  income  necessary  to  provide 
a  reasonable  return  on  the  investment 
consistent  with  providing  reasonable 
rentals  to  tenants. 

§  250.325  Supor\'isiun  applicahli*  to  lim¬ 
ited  dislributiuii  morlgagor!*. 

I  a)  Rate  of  return.  The  amount  of  any 
allowable  distribution  or  disbursement 
from  surplus  cash  generated  by  the  mort¬ 
gagor  will  not  exceed  in  any  one  fiscal 
year  more  than  such  percentage  of  the 
mortgagor’s  initial  equity  investment  as 
agreed  to  by  the  agency  and  the  Com¬ 
missioner.  The  right  of  allowable  distri¬ 
bution  or  disbursement  from  surplu.s 
cash  may  be  cumulative.  Dividends  or 
other  distributions  may  be  declared  or 
made  only  as  of  or  after  the  end  of  a 
semiannual  fiscal  period.  No  dividends 
or  other  distribution  shall  be  declared  or 
made  except  out  of  surplus  cash  and  pur¬ 
suant  to  applicable  laws  and  procedures 
of  the  agency.  The  requirements  of  this 
section  are  ai^licable  only  with  respect 
to  mortgages  insured  under  Sections  221 
(d)  (3)  or  236  of  the  National  Housing 
Act. 

(b)  Rents  and  charges.  In  approving 
the  allowable  rents  and  charges  and  in 
passing  iq>on  applications  for  changes, 
consideration  will  be  given  by  the  agency 
to  the  following  and  similar  factors: 

(1)  Rental  incmne  necessary  to  main¬ 
tain  the  economic  soundness  of  the  proj¬ 
ect. 

(2)  Rental  income  necessary  to  pro¬ 
vide  a  rate  of  return  on  the  investment 
not  exceeding  the  rate  limitation  of  par¬ 
agraph  (a)  of  this  section,  and  consistent 
with  providing  reasonable  rentals  to 
tenants, 

(c)  Borrowed  funds.  No  distribution  of 
any  kind  may  be  made  from  borrowed 
funds. 

§  2.50.326  Supervision  applicable  to  c<»- 
operative  mortgagors. 

(a)  The  mortgagor  shall  not  permit 
occupancy  except  under  an  occupancy 
agreement  or  lease  approved  by  the 
agency. 

(b)  Except  with  the  prior  written  ap¬ 
proval  of  the  agency,  no  compensation 
shall  be  paid  by  the  corporation  to  its 
officers  or  directors,  as  such,  or  to  any 
person  or  corporation  for  supervising  or 
managerial  service.  No  compensation 
shall  be  paid  by  the  corporation  to  any 
employee  in  excess  of  an  amount  agreed 
to  by  the  agency,  and  specified  in  the 
charter.  No  officer,  director,  stockholder, 
agent,  or  employee  of  the  corporation 
shall  in  any  manner  become  indebted  to 
the  corporation  except  on  account  of  ap¬ 
proved  occupancy  charges. 

(c)  A  general  operating  reserve  shaU 
be  established  and  maintained  as  long 
as  the  agency  is  coinsured  imder  this 
Part  in  a  manner  and  for  the  purposes 
specified  in  the  charter  or  regulatory 
agreement. 
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(d)  Surplus  funds,  after  meeting  re¬ 
serves  and  after  meeting  an  obUgatttma 
of  the  mortgagor,  may  be  disbursed  to  the 
members  in  the  form  of  reduced  carry¬ 
ing  charges  or  reduced  sales  prices  of 
the  dwelling  accommodations,  or,  pa¬ 
tronage  refunds. 

§  250.327  Occupancy  requirements  ap> 

plicable  to  aU  mortgagors. 

The  mortgagor  shall  certify  under  oath 
to  the  agency  that  so  long  as  the  mort¬ 
gage  is  coinsured  xmder  this  part  that 
the  mortgagor  will  not ; 

(a)  In  selecting  tenants  for  the  project 
covered  by  the  mortgage,  discriminate 
against  any  family  by  reason  of  the  fact 
that  there  are  children  in  the  family  un¬ 
less  the  project  was  designed  expressly 
for  occupancy  by  elderly  patrons; 

(b)  Rent,  permit  the  rental  or  permit 
the  offering  for  rental  of  the  housing, 
or  any  part  thereof,  covered  by  such 
mortgage,  for  transient  or  hotel  pur¬ 
poses.  For  the  purposes  of  this  certifi¬ 
cate,  the  term  rental  for  transient  or 
hotel  purposes  shall  mean  (1)  rental  for 
any  period  less  than  30  days,  or  (2) 
any  rental,  if  the  occupants  of  the 
housing  accommodations  are  provided 
customery  hotel  services,  such  as  room 
service  for  food  and  beverages,  maid 
service,  furnishing  and  laundering  of  lin¬ 
ens,  and  bellboy  service; 

(c)  Sell  the  project  as  long  as  the 
mortgage  is  coinsured  under  this  part, 
unless  the  purchaser  also  certifies  imder 
oath  as  is  required  by  paragraphs  (a) 
and  (b)‘  of  this  section. 

(d)  Preference  for  displacees.  A  pref¬ 
erence  or  priority  of  opportunity  to  rent 
dwelling  units  shall  be  given  to  fami¬ 
lies  or  single  persons  who  have  been 
displaced  from  an  urban  renewal  area, 
or  as  a  result  of  governmental  action, 
or  as  a  result  of  a  disaster  determined  by 
the  President  to  be  a  major  disaster. 

Prevailing  Wage  Requireicents 

§  2.50.328  Applicability  of  prevailing 
wage  requirements. 

(a)  In  general.  Prevailing  wage  re¬ 
quirements  shall  be  applicable  to  a  mort¬ 
gage  insured  under  this  part,  except 
those  specified  in  paragraph  (b)  of  this 
section,  and  compliance  with  such  re¬ 
quirements  shall  be  evidenced  at  such 
time  and  in  such  manner  as  the  Com¬ 
missioner  may  prescribe,  as  follows: 

(1)  Labor  standards.  Any  contract, 
subcontract,  or  building  loan  agree¬ 
ment  executed  for  the  performance  of 
construction  of  the  project  shsdl  com¬ 
ply  vdth  all  applicable  labor  standards 
and  provisions  of  the  regulations  of  the 
Secretary  of  Labor  Issued  May  9,  1951, 
29  CFR  5.1-5.12  (16  F.R.  4430) . 

(2)  Ineligible  contractors.  No  con¬ 
struction  contract  shall  be  entered  into 
with  a  general  contractor  or  any  sub¬ 
contractor  if  such  contractor  or  any 
such  subcontractor  or  any  firm,  corpo¬ 
ration,  partnership  or  association  in 
which  such  contractor  or  subcontrac¬ 
tor  has  a  substantial  interest  is  included 
on  the  ineligible  list  of  contractors  or 
subcontractors  established  and  main¬ 
tained  by  the  Comptroller  General  pur¬ 


suant  to  §  5.6(b)  of  the  Regulations  of 
the  Secretary  of  Labor,  issued  May  9, 
1951,  29  CFR  5.6(b)  (16  FJl.  4431). 

(b)  Excepted  transactions.  The  re¬ 
quirements  of  paragraph  (a)  of  this  sec¬ 
tion  shall  not  be  applicable  to  a  project 
insured  pursuant  to  section  223(f)  or 
where,  in  connection  with  the  construc¬ 
tion  of  a  project  involving  a  cooperative, 
the  agency  and  the  Commissioner  have 
waived  the  requirements  and  each  of  the 
following  circumstance  occm: 

(1)  The  laborers  or  mechanics  not 
otherwise  employed  in  the  construction 
of  such  project  are  to  voluntarily  donate 
their  services  without  compensation  for 
the  purpose  of  lowering  their  housing 
costs  in  the  project. 

(2)  The  mortgagor  establishes  to  the 
satisfaction  of  the  agency  and  the  Cmn- 
missioner  that  amounts  saved  by  the 
donated  services  will  be  credited  to  the 
account  of  the  mortgagor. 

§  250.329  Discriniiiiation  prohibited. 

Any  contract  or  subcontract  executed 
for  the  performance  of  construction  of 
the  project  shall  contain  a  provision  that 
there  shall  be  no  discrimination  against 
any  employee,  or  applicant  for  employ¬ 
ment  because  of  race,  color,  sex,  cre^, 
or  national  origin.  Where  the  mortgagor 
is  the  general  contractor,  the  building 
loan  agreement  shall  contain  the  above 
provisions. 

Property  Requirements 
§  250.330  Eligibility  of  property. 

(a)  A  mortgage  to  be  eligible  for  in¬ 
surance  shall  be  on  real  estate  held; 

(1)  In  fee  simple;  or 

(2)  On  the  interest  of  the  lessee  under 
a  lease  for  not  less  than  the  term  of  the 
mortgage  where  the  interest  of  the  fee 
owner  of  the  real  estate  is  subordinate 
to  the  interest  of  the  agency;  or 

(3)  Under  a  lease  having  a  period  of 
not  less  than  seventy -five  years  to  run 
from  the  date  the  mortgage  is  executed; 
or 

(4)  Under  a  lease  executed  by  a  gov¬ 
ernmental  agency,  or  such  other  lessor  as 
the  Commissioner  may  approve  for  the 
maximum  term  consistent  with  the  legal 
authority  for  the  execution  of  such  lease: 
Provided,  That  the  term  of  any  such 
lease  shall  run  for  a  period  of  not  less 
than  50  years  from  the  date  the  mort¬ 
gage  is  executed. 

(b)  The  property  constituting  security 
for  the  mortgage  must  be  held  by  an  eli¬ 
gible  mortgagor  as  herein  defined  and 
must  at  the  time  the  mortgage  is  In¬ 
sured  be  free  and  clear  of  other  liens 
except  those  approved  by  the  agency. 

Property  Requirements 
§  250.331  Developmonl  of  properly. 

(a)  Obligation  of  the  mortgagor.  The 
mortgagor  shall  be  obligated  to  either 
construct  and  complete  new  housing  ac- 
commodatloiis  on  the  mortgaged  proper¬ 
ty  or  r^abUltate  existing  housing  ac¬ 
commodations  designed  principally  for 
residential  use  or  purchase  or  refinance 
existing  housing.  The  property.  Includ¬ 


ing  improvements,  shall  comply  with 
any  material  zoning  or  deed  restrictions 
applicable  to  the  project  site  and  with  all 
applicable  building  and  other  govem- 
m^tal  regulations. 

(b)  Minimum  number  of  units.  A 
project  shall  consist  of  not  less  than  five 
dwellfilg  imits. 

§  250.332  Coiiimrrcial  and  rommunity 
facilities. 

(a)  The  project  may  include  only  such 
commercial  and  community  facilities  as 
the  agency  determines  will  be  adequate 
and  appropriate  to  serve  the  occupants, 
and  such  additional  facilities  permitted 
imder  the  provision  of  the  National 
Housing  Act  pursuant  to  which  coinsur¬ 
ance  is  being  provided,  as  may  be  agreed 
to  by  the  Commissioner  and  the  agency. 
Except  for  housing  for  the  elderly  or 
handicapped,  in  no  event  shall  net  rent¬ 
able  commercial  area  exceed  10  percent 
of  the  total  net  rentable  area,  both  com¬ 
mercial  and  residential.  Notwithstand¬ 
ing  the  above,  this  limitation  may  be 
waived,  for  good  cause,  by  the  Commis¬ 
sioner. 

(b)  In  the  case  of  a  project  designed 
primarily  for  occupancy  by  the  elderly 
or  handicapped,  the  project  may  include 
such  related  facilities  as  cafeterias  or 
dining  halls,  community  rooms,  work¬ 
shops,  infirmaries,  or  other  inpatient  or 
outpatient  health  facilities  and  other  es¬ 
sential  service  facilities  for  use  by  elderly 
or  handicapped  families. 

Cost  Certification  Requirements 

§  2,50.333  Cerlifirution  of  cost  require¬ 
ments. 

(a)  Prior  to  disbursement  of  any  part 
of  the  construction  loan,  the  agency  i^all 
enter  into  an  agreement  with  the  mort¬ 
gagor  in  form  and  content  satisfactory 
to  the  Commissioner  for  the  purpose  of 
precluding  any  excess  of  mortgage  pro¬ 
ceeds  over  statutory  limitations.  Under 
this  agreement,  the  mortgagor  shall  dis¬ 
close  its  relationship  with  the  builder, 
including  any  collateral  agreement,  and 
shall  agree: 

(1)  To  enter  into  a  construction  con¬ 
tract  in  a  form  meeting  the  requirements 
of  §  250.334. 

(2)  To  execute  a  certificate  of  actual 
costs,  upon  completion  of  all  physical 
improvements  on  the  mortgaged  prop¬ 
erty. 

(3)  To  api^y  in  reduction  of  the  out¬ 
standing  b^ance  Of  the  principal  of  the 
mortgage  any  excess  of  mortgage  pro¬ 
ceeds  over  90  percent  of  actual  costs. 

(b)  The  provisions  of  paragraph  (a) 
of  this  section  relating  to  disclosure  and 
the  requirement  for  a  construction  con¬ 
tract  shall  not  apply  where  the  mort¬ 
gagor  is  the  gener^  contractor. 

§  250.334  Form  of  contract. 

(a)  In  general.  The  contract  between 
the  mortgagor  and  the  general  contracts 
shall  be  in  the  form  of  either  a  lump  sum 
contract  or  a  cost  plus  contract.  The 
lump  sum  contract  shall  provide  for  the 
payment  of  a  specified  amoxmt.  The  cost 
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plus  contract  shall  provide  for  the  pay¬ 
ment  of  the  actual  cost  of  construction, 
not  to  exceed  an  upset  price,  which  may 
include  a  fee  to  the  builder  in  an  amount 
allowed  by  the  agency. 

(b)  Lump  sum  contract.  A  Imnp  sum 
contract  may  be  used  where  it  is  estab¬ 
lished  to  the  satisfaction  of  the  agency 
that  no  identity  of  interest  exists  between 
the  mortgagor  or  any  of  its  officers,  di¬ 
rectors,  stockholders  or  partners  and  the 
general  contractor,  and  where  the  mort¬ 
gage  is  executed  by  a  limited  distribution, 
or  general  mortgagor.  A  lump  sum  con¬ 
tract  may  also  be  used  where  the  mort¬ 
gage  is  executed  by  a  cooperative  mort¬ 
gagor  if  the  agency  makes  the  foregoing 
determination  as  to  nonidentity  of  inter¬ 
est  and  it  is  established  to  the  agency’s 
satisfaction  that  a  cost  plus  form  of  con¬ 
tract  is  not  required  to  protest  its  inter¬ 
ests  or  the  interests  of  the  cooperative 
mortgagor. 

(c)  Cost  plus  contract.  A  cost  plus  con¬ 
tract  shall  be  used  in  each  of  the  follow¬ 
ing  instances: 

(1)  Where  it  is  determined  by  the 
agency  that  an  identity  of  interest  exists 
between  the  mortgagor  or  any  of  its  of¬ 
ficers,  directors,  stockholders  or  partners 
and  the  general  contractor. 

(2)  Where  the  mortgage  is  executed  by 
a  coop>erative  mortgagor  and  it  is  deter¬ 
mined  by  the  agency  that  a  cost  plus 
form  of  contract  is  required  to  protect 
the  interests  of  the  agency  or  mortgagor. 

(3)  Where  the  mortgage  is  executed  by 
a  nonprofit  mortgagor,  unless  it  is  estab¬ 
lished  to  the  agency’s  satisfaction  that  a 
cost  plus  form  of  contract  is  not  required 
to  protect  its  interests  and  the  interests 
of  the  mortgagor,  in  which  case  a  lump 
sum  form  of  contract  may  be  used. 

§  250.335  Certificate  as  to  subcontracts. 

If  it  is  determined  by  the  agency  that 
the  mortgagor,  its  officers,  directors  or 
stockholders,  have  any  interest,  finsincial 
or  otherwise,  in  any  subcontractor  or 
material  supplier  of  the  general  contrac¬ 
tor,  the  mortgagor  must  certify  to  the 
agency  prior  to  execution  of  a  subcon¬ 
tract  or  a  contract  for  the  supply  of  ma¬ 
terials  that  the  amounts  to  be  paid  to 
such  subcontractor  or  material  supplier 
are  not  more  than  the  rate  prevailing  in 
the  locality  for  similar  type  labor  and 
materials.  If  the  determination  of  finan¬ 
cial  interest  is  made  by  the  agency  after 
work  is  performed  or  materials  supplied 
under  such  contracts,  the  certificate  of 
the  mortgagor  shall  be  executed  prior  to 
final  insurance  endorsement  of  the  mort¬ 
gage  by  the  Commissioner. 

§  250.336  Certificate  of  actual  co!;t — 
contents  in  general. 

(a)  Submission  of  certificate.  The 
mortgagor’s  certificate  of  actual  cost,  in 
a  form  approved  by  the  Commissioner, 
shall  be  submitted  prior  to  final  endorse¬ 
ment  and  upon  completion  of  the  im¬ 
provements  to  the  satisfaction  of  the 
agency. 

(b)  Items  to  be  included.  The  certifi¬ 
cate  shall  show  the  actual  cost  to  the 
mortgagor  of: 


(1)  The  cost  plus  construction  con¬ 
tract,  including  the  builder’s  fee  actu¬ 
ally  paid  and  approved  by  the  agency; 
or  the  lump  sum  construction  contract; 
or  the  cost  of  the  construction  of  the 
project,  where  the  mortgagor  also  acts 
as  the  general  contractor  and  no  con¬ 
struction  contract  is  executed. 

(2)  The  architect’s  fee. 

(3)  ’The  offsite  public  utilities  and 
streets  not  Included  in  subparagraph  (1) 
of  this  paragraph. 

(4)  The  organizational  and  legal  ex¬ 
penses. 

(5)  The  other  items  of  expense  ap¬ 
proved  by  the  Commissioner. 

(c)  Items  not  to  be  included.  ’The  cer¬ 
tificate  shall  not  Include  as  actual  cost 
any  kickbacks,  rebates,  trade  discounts, 
or  other  similar  payments  to  the  mort- 
'gagor  or  to  any  of  its  officers,  directors, 
stockholders  or  partners.  Any  such  pay¬ 
ments  shall  be  deducted  from  the  cost 
determined  imder  paragraph  (b)  of  this 
section. 

§  250.337  Certificate  of  actual  cost — 
builder's  and  sponsor's  profit  and 
risk  allowance. 

(a)  In  general.  ’The  mortgagor’s  certifi¬ 
cate  of  actual  cost  shall  Include  (except 
in  a  case  involving  a  nonprofit  or  a  co¬ 
operative  mortgagor)  an  allowance  for 
builder’s  and  sponsor’s  profit  and  risk. 
The  amoimts  of  the  allowance  shall  be 
dependent  upon  a  determination  by  the 
agency  as  to  whether  or  not  there  exists 
an  identity  of  Interest  between  the  mort¬ 
gagor  or  any  of  its  officers,  directors, 
stockholders,  or  partners  and  the  gen¬ 
eral  contractor. 

(b)  Identity  of  interest  cases.  Where 
an  identity  of  interest  exists,  a  builder’s 
and  sponsor’s  profit  and  risk  allowance 
shall  be  Included  In  lieu  of  the  builder’s 
fee  provided  for  in  §  250.336(b)  (1).  ’This 
allowance  shall  be  10  percent  of  the  ac¬ 
tual  cost,  or  such  lesser  amount  as  the 
Commis.sioner  shall  provide  by  subse¬ 
quent  amendment  to  these  regulations. 
Actual  cost  shall  be  computed  in  accord¬ 
ance  with  §  250.336,  excluding  the  fol¬ 
lowing  items: 

(1)  Any  builder’s  fee  actually  paid  and 
approved  by  the  agency.  (This  fee  shall 
be  paid  out  of  the  builder’s  and  spon¬ 
sor’s  profit  and  risk  allowance.) 

(2)  The  cost  of  the  land  or  any  amount 
paid  for  a  leasehold. 

(3)  the  value  of  the  land  and  improve¬ 
ments  prior  to  repair  or  rehabilitation 
plus  the  amount  of  the  mortgage  pro¬ 
ceeds  used  to  refinance  any  outstanding 
indebtedness  on  the  property  where  the 
property  involves  the  financing  of  re¬ 
pair  or  rehabilitation. 

(c)  'Nonidentity  of  interest  cases. 
Where  no  identity  of  interest  exists,  a 
sponsor’s  profit  and  risk  allowance  shall 
be  included.  This  allowance  shall  be  10 
percent  of  the  actual  cost  or  such  lesser 
amount  as  the  Commissioner  shall  spec¬ 
ify,  computed  in  accordance  with  §  250.- 
336,  excluding  the  following  items: 

(1)  The  amoimts  paid  by  the  mortga¬ 
gor  under  the  construction  contract. 

(2)  ’The  cost  of  the  land  or  any  amount 
paid  for  a  leasehold. 


(3)  ’The  value  of  the  land  and  Im¬ 
provements  prior  to  repsur  or  rehabilita¬ 
tion  plus  the  amount  of  the  mortgage 
proceeds  used  to  refinance  any  outstand¬ 
ing  indebtedness  on  the  property  where 
the  mortgage  involves  the  financing  of 
repair  or  rehabilitation. 

§  250.338  Contractor's  certification. 

(a)  Certification  by  general  contrac¬ 
tor.  Where  a  cost  plus  form  of  contract 
is  used  by  a  cooperative  mortgagor  or 
where  any  other  type  of  mortgagor  is  re¬ 
quired  by  the  agency  to  use  such  con¬ 
tract,  the  mortgagor  shall  submit  along 
with  Its  certificate  of  actual  cost  a  cer¬ 
tification  of  the  general  contractor,  in 
a  form  approved  by  the  Commissioner, 
as  to  all  actual  costs  paid  for  labor,  ma¬ 
terials  and  subcontract  work  under  the 
general  contract  exclusive  of  the  build¬ 
er’s  fee  and  any  kickbacks,  rebates,  trade 
discounts,  or  other  similar  payments  to 
the  general  contractor,  the  mortgagor, 
or  any  of  its  officers,  directors,  stock¬ 
holders  or  partners. 

(b)  Certification  by  subcontractor. 
Where  it  is  determined  by  the  agency 
that  an  identity  of  interest  exists  be¬ 
tween  the  mortgagor  or  any  of  its  offi¬ 
cers,  directors,  stockholders  or  partners 
and  any  subcontractor,  material  sup¬ 
plier,  or  equipment  lessor,  the  mortgagor 
may  be  required  by  the  agency  to  submit 
a  certification  of  actual  cost  by  such 
subcontractor,  material  supplier,  or 
equipment  lessor,  in  a  form  prescribed 
by  the  Commissioner,  as  to  all  actual 
costs  paid  for  labor,  materials,  subcon¬ 
tractors,  and  overhead  exclusive  of  any 
kickbacks,  rebates,  trade  discounts,  or 
other  similar  payments  to  the  general 
contractor,  the  mortgagor  or  any  of  its 
officers,  directors,  stockholders  or  part¬ 
ners.  Where  the  use  of  a  cost  plus  form 
of  contract  is  required  by  the  Commis¬ 
sioner  or  the  agency,  and  it  is  determined 
by  the  agency  that  an  identity  of  Interest 
exists  between  the  general  contractor, 
any  subcontractor,  material  supplier,  or 
equipment  lessor,  the  mortgagor  may  be 
required  by  the  Commissioner  or  the 
agency  to  submit  a  certification  of  actual 
cost  by  such  subcontractor,  material 
supplier,  or  equipment  lessor. 

§  250..839  Records. 

The  mortgagor  shall  keep  and  main¬ 
tain  adequate  records  of  all  costs  of  any 
construction  or  other  cost  items  not  rep¬ 
resenting  work  under  the  general  con¬ 
tract  and,  in  the  case  of  a  fixed  fee  con¬ 
tract,  shall  require  the  builder  to  keep 
similar  records  and,  upon  request  by  the 
agency,  the  Commissioner,  or  the  Gen¬ 
eral  Accoimting  Office  shall  make  avail¬ 
able  for  examination  such  records  in¬ 
cluding  any  collateral  agreements. 

§  2.50.340  Certificate  of  public  account¬ 
ant. 

In  all  projects,  the  certificate  of  ac¬ 
tual  cost  shall  be  supported  by  a  certifi¬ 
cate  as  to  accuracy  by  an  independent 
Certified  Public  Accoimtant  or  independ¬ 
ent  public  accountant,  which  shall  in¬ 
clude  a  statement  that  the  accoimts, 
records  and  supporting  documents  have 
been  examined  in  accordance  with  gen- 
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erally  accepted  audit  standards  to  the 
extent  deemed  necessary  to  verify  the 
actual  costs. 

§  250.341  Certification  of  Actual  Cost- 
Land  Value. 

Upon  receipt  of  the  mortgagor’s  cer¬ 
tification  of  iu;tual  cost,  there  shall  be 
added  to  the  total  amount  thereof  the 
agency’s  estimate  of  the  fair  market 
value  of  any  land  included  in  the  mort¬ 
gage  security  and  owned  by  the  mort¬ 
gagor  in  fee,  such  value  being  prior  to 
the  construction  of  the  improvements. 
In  the  event  the  land  is  held  under  a 
leasehold  or  other  interest  less  than  a 
fee,  the  cost,  if  any,  of  acquiring  the 
leasehold  or  other  interest  is  considered 
an  allowable  expense  whiah  may  be  ad¬ 
ded  to  actual  cost:  Provided.  That  in  no 
event  such  amount  is  in  excess  of  the 
fair  market  value  of  such  leasehold  or 
other  interest  exclusive  of  proposed 
improvements. 

§  250.342  Reduction  in  mortgage 
amount— new  construction. 

If  the  principal  obligation  of  the  mort¬ 
gage  exceeds  90  percent  of  the  total 
amount  as  sho'^  by  the  certificate  of 
actual  cost  plus  the  value  of  the  land,  the 
mortgage  shall  be  reduced  by  the  amount 
of  such  excess. 

§  250.343  Reduction  in  mortgage 
amount — rehabilitation. 

In  the  event  the  mortgage  is  to  finance 
repair  or  rehabilitation,  the  mortgagor’s 
actual  cost  of  such  repair  or  rehabilita¬ 
tion  may  include  the  items  of  expense 
permitted  for  new  construction  in  ac¬ 
cordance  with  §  250.337  and  the  appli¬ 
cable  reduction  in  mortgage  amount  will 
be  required.  Such  mortgage  shall  also  be 
subject  to  the  following  limitations: 

(a)  Property  held  in  fee.  If  no  part  of 
the  proceeds  is  to  be  used  to  finance  the 
purchase  of  the  land  or  structures  in¬ 
volved,  the  mortgage  shall  be  reduced  to 
an  amount  not  to  exceed  100  percent  of 
the  approved  cost  of  the  completed  re- 
p>air  or  rehabilitation. 

(b)  Property  subject  to  existing  mort¬ 
gage.  If  the  insured  mortgage  is  to  in¬ 
clude  the  cost  of  refinancing  an  existing 
mortgage  acceptable  to  the  agency,  the 
amovmt  of  the  existing  mortgage  or  90 
percent  of  the  agency’s  estimate  of  the 
fair  market  value  of  the  land  and  exist¬ 
ing  improvements  prior  to  repair  and  re¬ 
habilitation,  whichever  is  the  lesser, 
shall  be  added  to  the  actual  cost  of  the 
repair  or  rehabilitation.  If  the  principal 
obligation  of  the  insured  mortgage  ex¬ 
ceeds  the  total  amount  thus  obtained, 
the  mortgage  shall  be  reduced  by  the 
amount  of  such  excess. 

(c)  Property  to  be  acquired.  If  the 
mortgage  is  to  include  the  cost  of  land 
and  improvements,  and  the  purchase 
price  thereof  is  to  be  financed  with  part 
of  the  mortgage  proceeds,  the  purchase 
price,  or  the  agency’s  estimate  of  the  fair 
market  value  of  the  land  and  existing 
improvements  prior  to  repair  or  rehabili¬ 
tation,  whichever  is  the  lesser,  shall  be 
added  to  the  actual  cost  of  the  repair  or 
rehabilitation.  If  the  principal  obligation 
of  the  insured  mortgage  exceeds  90  per¬ 


cent  of  the  total  amoimt  thias  obtained, 
the  mortgage  shall  be  reduced  by  the 
amoimt  of  such  excess. 

§  250.344  Requisites  of  agreement  and 
certification. 

Any  agreement,  undertaking,  state¬ 
ment  or  certification  required  by 
§  250.333  shall  specifically  state  that  it 
has  been  made,  presented,  and  delivered 
for  the  purpose  of  influencing  an  official 
action  of  the  Commissioner,  and  may  be 
relied  upon  by  the  Commissioner  and  the 
agency  as  a  true  statement  of  the  facts 
contained  therein. 

§  250.345  Cost  certification  incontest¬ 
able. 

Upon  the  agency’s  approval  of  the 
mortgagor’s  certification,  such  certifica¬ 
tion  shall  be  final  and  incontestable  ex¬ 
cept  for  fraud  or  material  misrepresen¬ 
tation  on  ‘the  part  of  the  mortgagor. 

Title 

§  250.346  Eligibility  of  title. 

In  order  for  the  mortgaged  property 
to  be  eligible  for  insurance,  the  agency 
must  determine  that  marketable  title 
thereto  i&  vested  in  the  mortgagor  as  of 
the  date  the  mortgage  is  filed  for  record. 
The  title  evidence  will  be  examined  by 
the  agency  and  the  original  endorse¬ 
ment  of  the  credit  instrument  for  insur¬ 
ance  will  be  evidence  of  its  acceptability. 

§  250.347  Title  evidence.  x 

(a)  Upon  insurance  of  the  mortgage, 
the  mortgagor  shall  furnish  to  the 
agency  a  survey  of  the  mortgaged  prop¬ 
erty,  satisfactory  to  the  agency  and  a 
policy  of  title  insurance  covering  such 
property,  as  provided  in  subparagraph 

(1)  of  this  paragraph.  If,  for  reasons  tiie 
agency  deems  satisfactory,  title  insur¬ 
ance  cannot  be  furnished,  the  mortgagor 
shall  furnish  such  evidence  of  title  in  ac¬ 
cordance  with  paragraph  (a)  (2),  (3),  or 
(4)  of  this  section,  as  the  agency  may 
require.  Any  survey,  policy  of  title  insur¬ 
ance,  or  evidence  of  title  required  under 
this  section  shall  be  furnished  without 
expense  to  the  agency.  The  types  of  title 
evidence  are: 

(1)  A  i>olicy  of  title  insurance  issued 
by  a  company  and  in  a  form  satisfactory 
to  the  agency.  The  policy  shall  name  as 
the  insured  the  agency  and  the  mort¬ 
gagor  as  their  interests  may  appear.  The 
policy  shall  provide  that  upon  acquisi¬ 
tion  of  title  by  the  agency,  it  will  become 
an  owner’s  policy  running  to  the  agency. 

(2)  An  abstract  of  title  satisfactory 
to  the  agency,  prepared  by  an  abstract 
company  or  individual  engaged  in  the 
business  of  preparing  abstracts  of  title, 
accompanied  by  the  legal  opinion  satis¬ 
factory  to  the  agency  as  to  the  quality 
of  such  title,  signed  by  an  attorney  at 

,  law  experienced  in  the  examination  of 
titles. 

(3)  A  Torrens  or  similar  title  certifi¬ 
cate. 

(4)  Evidence  of  title  conforming  to 
the  standards  of  a  supervising  branch  of 
the  Government  of  the  United  States  of 
America,  or  of  any  State  or  Territory 
thereof. 


(b)  The  survey  required  by  paragraph 
(a)  of  this  section  need  not  be  furnished 
in  connection  with  a  project  involving 
rehabilitation  where  the  mortgage  does 
not  exceed  $200,000. 

§  250.348  Effect  of  amendments. 

The  regulations  in  this  subpart  may  be 
amended  by  the  Commissioner  at  any 
time  and  from  time  to  time,  in  whole  or 
in  part,  but  such  amendment  shall  not 
adversely  affect  the  interests  of  an 
agency  or  lender  under  the  contract  of 
insurance  on  any  mortgage  or  loan  al¬ 
ready  insured  and  shall  not  adversely  af¬ 
fect  the  interests  of  an  agency  or  lender 
on  any  mortgage  or  loan  to  be  insured  on 
which  the  Commissioner  has  made  a 
commitment  to  insure,  , 

Subpart  D — Requirements  Applicable  to 

Mortgages  Insured  Under  Section  221 

(d)(3)  or  221  (d)(4) 

Eligible  Mortgagors 
§  250.401  Eligible  mortgagors. 

A  mortgage  shall  be  executed  by  a 
mortgagor  meeting  the  following  quali¬ 
fications: 

(a)  Nonprofit.  The  nonprofit  mort¬ 
gagor  shall  be  a  corporation  or  associa¬ 
tion  organized  for  purposes  other  than 
the  making  of  profit  or  gain  for  itself  or 
persons  identified  therewith  and  which 
the  agency  finds  is  in  no  manner  con¬ 
trolled  by,  or  under  the  direction  of, 
persons  or  firms  seeking  to  derive  profit 
or  gain  therefrom.  Such  a  mortgagor 
shall  be  regulated  or  supervised  under 
federal  or  state  laws  or  by  political  sub¬ 
divisions  of  States  or  agencies  thereof, 
or  the  agency,  as  to  rents,  charges,  and 
methods  of  operation. 

(b)  Limited  distribution  mortgagor. 
The  limited  distribution  mortgagor  may 
be  a  corporation,  trust,  partnership,  as¬ 
sociation,  other  entity,  or  an  individual. 
Such  mortgagor  shall  be  restricted  by 
law  (or  by  the  agency)  as  to  distribution 
of  income  and  shall  be  regulated  as  to 
rents,  charges,  rate  of  return,  and  meth¬ 
ods  of  operation. 

(c)  Cooperative  mortgagors.  (1)  The 
cooperative  mortgagor  shall  be  a  non¬ 
profit  cooperative  ownership  housing  cor¬ 
poration  approved  by  the  agency  which 
restricts  permanent  occupancy  of  the 
project  to  the  members  of  the  corpora¬ 
tion  and  which  requires  membership  eli¬ 
gibility  and  transfers  of  membership  in 
a  manner  approved  by  the  agency. 

(2)  Such  a  mortgagor  will  be  regulated 
or  restricted  by  the  agency  as  to  rents  or 
sales,  charges,  rate  of  return,  and  meth¬ 
ods  of  operation. 

(d)  General  mortgagors.  A  general 
mortgagor  shall  be  any  mortgagor,  ap¬ 
proved  by  the  agency,  not  meeting  the 
eligibility  requirements  of  paragraphs 
(a)  through  (c)  of  this  section  which, 
until  the  tei*mination  of  all  obligations 
of  the  agency  and  the  Commissioner 
under  the  insurance  contract  and  during 
such  further  period  of  time  as  the  agency 
shall  be  the  owner  or  holder  of  the  mort¬ 
gage,  is  regulated  or  restricted  by  the 
agency  as  to  rents  or  sales,  charges,  cap¬ 
ital  structure,  rate  of  return,  and  meth¬ 
ods  of  operation. 
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Maximum  Mortgage  Amounts 
§  250.402  Maximum  mortgage  amounts. 

(a)  The  mortgage  shall  Involve  a  prin¬ 
cipal  obligation  not  in  excess  of  the 
lesser  of  the  following: 

(1)  Dollar  limitations  on  unit.  For  such 
part  of  the  property  or  project  attribut¬ 
able  to  dwelling  use  (excluding  exterior 
land  improvement)  an  amount  per  fam¬ 
ily  imit,  depending  upon  the  niunber  of 
bedrooms,  which  may  be: 

(1)  For  projects  insured  under  section 
221(d)(3)  of  the  Act: 

(a)  $16,860  without  a  bedroom 

(b)  $18,648  with  one  bedroom 

(q)  $22,356  with  two  bedrooms 

(d)  $28,152  with  three  bedrooms 

(e)  $31,884  with  four  or  more  bed¬ 
rooms. 

(ii)  For  projects  to  be  insured  under 
section  221(d)  (4)  of  the  Act: 

(a)  $18,450  without  a  bedroom. 

(b)  $20,625  with  one  bedroom. 

(c)  $24,630  with  two  bedrooms. 

(d)  $29,640  with  three  bedrooms. 

(e)  $34,846  with  four  or  more  bed¬ 
rooms. 

(2)  New  construction,  (i)  In  the  case 
of  new  construction  where  the  mortgagor 
is  a  nonprofit  or  a  cooperative,  90  per¬ 
cent  of  the  agency’s  estimate  of  replace¬ 
ment  cost  of  the  property  or  project 
when  the  improvements  are  completed 
(the  replacement  cost  may  include  the 
land,  the  proposed  physical  improve¬ 
ments,  utilities  within  the  boundaries  of 
the  land,  architect’s  fees,  taxes,  interest 
during  construction,  a  project  reserve 
accoimt,  not  to  exceed  5  percent  of  re¬ 
placement  cost,  and  other  miscellaneous 
charges  incident  to  construction  and  ap¬ 
proved  by  the  agency) . 

(ii)  In  the  case  of  new  construction 
where  the  mortgagor  is  a  general  or  a 
limited  distribution  mortgagor,  90  per¬ 
cent  of  the  agency’s  estimate  of  the  re¬ 
placement  cost  of  the  property  or  project 
when  the  proposed  improvements  are 
completed.  The  replacement  cost  may 
include  the  land,  the  proposed  physi¬ 
cal  improvements,  utilities  within  the 
boundaries  of  the  land,  architect’s  fees, 
taxes,  Interest  during  construction,  a 
project  reserve  account,  not  to  exceed  5 
percent  of  replacement  cost,  and  other 
miscellaneous  charges  incident  to  con¬ 
struction  and  approved  by  the  agency 
and  shall  include  an  allowance  of  10 
percent  of  the  foregoing  items  exclusive 
of  land  unless  the  Commissioner,  after 
determining  such  allowance  is  unreason¬ 
able,  prescribes  a  lesser  percentage. 

(iii)  In  the  case  of  new  construction, 
an  amoimt  which  entails  a  debt  service 
not  in  excess  of  90  percent  of  the  annual 
net  income,  as  estimated  by  the  agency. 

(3)  Repair  or  rehabilitation,  (i)  In  the 
case  of  a  project  which  is  to  be  repaired 
or  rehabilitated,  90  percent  of  the  sum 
of  the  estimated  cost  of  the  repairs  or 
rehabilitation  of  the  project  and  the 
agency’s  estimate  of  the  value  of  the 
property  before  repairs  or  rehabilitation. 

(ii)  In  the  case  of  a  project  which  Is 
to  be  repaired  or  rehabilitated,  an 
amount  which  entails  a  debt  service  not 


In  excess  of  90  percent  of  the  annual  net 
Income  as  estimated  by  the  agency. 

(b)  Increased  mortgage  amount — eZe- 
vator  type  structures.  In  order  to  com¬ 
pensate  for  higher  costs  incident  to  con¬ 
struction  of  elevator  type  structures  of 
sound  standards  of  construction  and 
design,  the  Commissioner  may  increase 
the  dollar  amoimt  limitations  per  family 
"unit  as  provided  in  paragraphs  (a)(1) 

and  (a)  (2)  of  this  section  not  to  exceed: 

(1)  For  projects  to  be  insured  under 
section  221(d)(3)  of  the  Act: 

$19,680  per  family  unit  without  a  bed¬ 
room. 

$22,356  per  family  unit  with  one  bed¬ 
room. 

$26,496  per  family  unit  with  two  bed¬ 
rooms. 

$33,120  per  family  unit  with  three  bed¬ 
rooms.  _ 

$38,400  per  family  unit  with  four  or  more 
bedrooms. 

(-2)  For  projects  to  be  insured  under 
section  221(d)(4)  of  the  Act: 

$20,962  per  family  unit  without  a  bed¬ 
room. 

$24,030  per  •  family  unit  with  one  bed¬ 
room. 

$29,220  per  family  unit  with  two  bed¬ 
rooms. 

$37,800  per  family  unit  with  three  bed¬ 
rooms. 

$41,494  per  family  unit  with  four  or  more 
bedrooms. 

(c)  Increased  mortgage  amount — high 
cost  areas.  (1)  In' any  geographical  area 
where  the  Commissioner  finds  cost  levels 
so  require,  the  Commissioner  may  in¬ 
crease,  by  not  to  exceed  50  percent,  the 
dollar  limitations  set  forth  in  this 
section. 

(2)  If  the  Commissioner  finds  that  be¬ 
cause  of  high  costs  in  Alaska,  Guam,  or 
Hawaii  it  is  not  feasible  to  construct 
dwellings  without  the  sacrifice  of  soimd 
standards  of  construction,  design,  and 
livability  within  the  limitations  of  maxi¬ 
mum  mortgage  amounts  provided  in  this 
section,  the  principal  obligation  of  mort- 
gages*may  be  increased  in  such  amounts 
as  may  be  necessary  to  compensate  for 
such  costs,  but  not  to  exceed  in  any  event 
the  maximum,  including  high  cost  area 
increases,  if  any,  otherwise  applicable 
by  more  than  one-half  thereof. 

(d)  Maximum  mortgage  amount — 
leaseholds.  The  value  or  replacement 
cost  on  which  the  mortgage  amount  is 
based  will  be  limited  by  the  value  or  re¬ 
placement  cost  of  the  leasehold  estate, 
which  shall  be  the  value  or  replacement 
cost  of  the  project  in  fee  simple  less  the 
value  of  the  leased  fee.  The  value  of  the 
leased  fee  shall  equal  the  market  value 
of  the  site  in  fee  simple  before  construc¬ 
tion  of  on-site  or  off-site  improvements. 
Where  the  lease  provides  for  Increas¬ 
ing  ground  rents  over  the  term  of  the 
mortgage,  the  initial  ground  rent  may 
not  exceed  the  market  value  of  the  site 
“as  is”  in  fee  simple  multiplied  by  90 
percent  of  the  interest  rate  of  the  in¬ 
sured  mortgage. 

§  250.403  '  Adjusted  mortgage  amount- 
rehabilitation  projects. 

A  mortgage  having  a  principal  amount 
emnputed  in  compliance  with  this  part. 


and  which  involves  a  project  to  be  re¬ 
paired  or  rehabilitated,  shall  be  subject 
to  the  following  additional  limitations: 

(a)  Property  held  in  fee.  If  the  mort¬ 
gagor  is  the  owner  of  an  unencumbered 
fee  simple  estate,  the  maximum  mort¬ 
gage  amount  shall  not  exceed  100  per¬ 
cent  of  the  agency’s  estimate  of  the  cost 
of  the  proposed  repairs  or  rehabilita¬ 
tion: 

(b)  Property  subject  to  existing  mort¬ 
gage.  If  the  mortgagor  owns  the  project 
subject  to  an  outstanding  indebtedness, 
which  is  to  be  refinanced  with  part  of 
the  insured  mortgage,  the  maximum 
mortgage  amount  shall  not  exceed  the 
estimate  of  the  cost  of  the  repairs  or 
rehabilitation  plus  such  portion  of  the 
outstanding  indebtedness  as  does  not 
exceed  90  i>ercent  of  the  agency’s  esti¬ 
mate  of  the  value  of  such  land  and  im¬ 
provements  prior  to  the  repairs  or  reha¬ 
bilitation. 

(c)  Property  to  be  acquired.  If  the 
project  is  to  be  acquired  by  the  mort¬ 
gagor  and  the  purchase  price  is  to  be 
financed  w'ith  a  part  of  the  insured 
mortgage,  the  maximum  mortgage 
amount  shall  not  exceed  90  percent  of 
the  ^ency’s  estimate  of  the  cost  of  the 
proposed  repairs  or  rehabilitation  plus 
90  percent  of  the  lesser  of  either  of  the 
following: 

(1)  The  actual  purchase  price  of  the 
land  and  improvements. 

(2)  The  agency’s  estimate  of  the  val¬ 
ue  of  such  land  and  improvements  prior 
to  the  repair  or  rehabilitation. 

Mortgages  Insured  Pursuant  to  Section 
223(f) 

§  250.410  Eligibility  of  mortgages  on 
existing  construction. 

Notwithstanding  the  generally  appli¬ 
cable  requirement  that  mortgages  in¬ 
sured  under  this  subpart  be  limited  to 
projects  to  be  constructed  or  substan¬ 
tially  rehabilitated  after  commitment  for 
mortgage  Insurance,  a  mortgage  exe¬ 
cuted  in  connection  with  the  purchase 
or  refinancing  of  an  existing  multifamily 
housing  project  may  be  Insured  under 
sections  221(d)  (3)  and  221(d)  (4)  of  the 
National  Housing  Act  pursuant  to  sec¬ 
tion  223(f)  of  the  Act  and  the  regula¬ 
tions  under  this  part.  Except  as  modified 
by  §§250.411  through  250.416,  a  mort¬ 
gage  insured  under  section  221(d)  (3)  or 
section  221(d)(4)  pursuant  to  section 
223(f)  shall  meet  all  requirements  of 
this  subpart  C, 

§  250.41 1  Application  and  coniniilment. 

An  application  for  a  commitment  to 
insure  upon  completion  shall  be  sub¬ 
mitted  by  the  Agency  to  the  Commis¬ 
sioner  who  will  issue  a  commitment  If 
he  determines  that  (a)  the  project  pro¬ 
posed  to  be  insured  complies  with  the 
requirements  of  the  section  of  the  Na¬ 
tional  Housing  Act  under  which  it  is 
proposed  to  be  processed  for  coinsur¬ 
ance,  and  (b)  the  project  proposed  to  be 
insured  was  originally  underwritten  or 
financed  by  the  agency  pursuant  to  re¬ 
quirements  substantially  equivalent  to 
those  approved  hy  the  Commissioner 
under  §  250.202(3),  (c)  the  agency  holds 
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a  valid  first  mortgage  lien  on  the  proj¬ 
ect.  (d)  taxes  are  current  as  of  the  date 
of  application  fcKr  commitment  for  coin¬ 
surance,  (e)  insurance  premiums  for 
hazard  and  other  risk  are  current  sis  of 
the  date  of  application  foiscoinsm^nce, 
Sind  (f)  the  development  is  free  smd 
clear  of  mechsuilcs’  liens  smd  notices  or 
claims  for  lien,  and  an  examination  of 
title  reveals  no  liens  of  record,  .or  that 
adequate  arrangements  have  b^n  made 
for  satisfying  sdl  liens  of  record. 

§  250.413  Maximum  mortgage  amounts. 

The  msudmum  mortgsige  amoimt  shsdl 
be  the  lesser  of  the  following; 

(a)  Dollar  limitations  on  units.  The 
total  of  the  sunoimts  per  fsimily  dwelling 
unit  (excluding  exterior  land  improve¬ 
ments  as  defined  by  the  Commissioner) 
depending  upon  the  number  of  bedrooms 
which  may  be: 

(1)  For  projects  to  be  insured  imder 
Section  221(d)  (3)  of  the  Act: 

$16,860  without  a  bedroom. 

$18,648  with  one  bedroom. 

$22,356  with  two  bedrooms. 

$28,152  with  three  bedrooms. 

$31,884  with  four  or  more  bedrooms. 

(2)  For  projects  to  be  insured  under 
Section  221(d)  (4)  of  the  Act: 

$18,450  without  a  bedroom 

$20,625  with  one  bedroom. 

$24,630  with  two  bedrooms. 

$29,640  with  three  bedrooms. 

$34,846  with  four  or  more  bedrooms. 

(3)  Increased  mortgage  amount— ele¬ 
vator  type  structures.  In  order  to  com¬ 
pensate  for  higher  costs  incident  to  con¬ 
struction  of  elevator  type  structures  of 
sound  standards  of  construction  and  de¬ 
sign,  the  Commi^ioner  may  increase  the 
dollar  amount  limitations  per  family  unit 
as  provided  in  paragraphs  (a)(1)  and 

(a)  (2)  of  this  section  not  to  exceed; 

(i)  For  projects  to  be  insured  under 
Section  221(d)  (3)  of  the  Act: 

$19,680  per  famUy  unit  without  a  bedroom. 

$22,356  per  family  unit  with  one  bedroom. 

$26,496  per  family  unit  with  two  bedrooms. 

$33,120  per  family  unit  with  three  bed¬ 
rooms. 

$38,400  per  family  xmit  with  four  or  more 
bedrooms. 

(ii)  For  projects  to  be  insured  under 
Section  221(d)  (4)  of  the  Act: 

$20,962  per  family  unit  without  a  bedroom. 

$24,030  per  family  unit  with  one  bedroom. 

$29,220  per  family  unit  with  two  bedrooms. 

$37,800  per  family  unit  with  three  bed¬ 
rooms. 

$41,494  per  family  unit  with  four  or  more 
bedrooms. 

(4)  Increased  mortgage  amount — high 
cost  areas,  (i)  In  any  geographical  area 
where  the  Commissioner  finds  cost  levels 
so  require,  the  Commissioner  may  in¬ 
crease,  by  not  to  exceed  50  percent,  the 
dollar  limitations  set  forth  in  paragraphs 
(a)(1),  (a)(2)  and  (a)(3)  of  this  sec¬ 
tion. 

(ii)  If  $he  Commissioner  finds  that  be¬ 
cause  of  high  costs  in  Alaska,  Guam,  or 
Hawaii  it  is  not  feasible  to  construct 
dwellings  without  the  sacrifice  of  sound 
standards  of  construction,  design,  and 
livability  within  the  limitations  of  maxi¬ 


mum  mortgage  amounts  provided  in  this 
section,  the  principal  obligation  of  mort¬ 
gages  may  be  Increased  in  such  amounts 
as  may  be  necessary  to  compensate  for 
such  costs,  but  not  to  exceed  in  any  event 
the  maximum,  including  high  cost  area 
Increases,  if  any,  otherwise  applicable  by 
more  than  one-half  thereof. 

(b)  Value.  An  amount  not  exceeding 
90  percent  of  the  agency’s  estimate  of 
market  value  of  the  project.  Thei  final 
estimate  of  value  shall  result  from  con¬ 
sideration  of  three  indicators  of  market 
value: 

( 1 )  The  estimated  market  value  of  the 
project  by  capitalization; 

(2)  The  estimated  market  value  by  di¬ 
rect  sales  comparison; 

(3)  The  total  estimated  replacement 
cost  of  the  project  (without  deducting 
depreciation) .  Capitalization  will  use  net 
income  which  results  from  market  rents 
estimated  by  comparison  ,  with  unsubsi¬ 
dized  projects,  capitalized  at  rates  ex¬ 
tracted  from  market  transactions  of 
comparable  properties.  Market  value  by 
direct  sales  comparison  will  be  estimated 
by  compariscm  of  the  subject  property 
with  competing  properties  recently  sold, 
using  at  least  two  units  of  comparison. 
The  total  estimated  replacement  cost  of 
the  project  (before  depreciation)  pro¬ 
vides  only  an  upper  limit.  The  final  esti¬ 
mate  of  value  must  lie  between  that  in¬ 
dicated  by  capitalization  and  that  indi¬ 
cated  by  direct  sales  comparison,  but  in 
no  event  shall  the  final  estimate  of  value 
exceed  the  total  estimated  replacement 
cost  of  the  project. 

(c)  Property  to  be  refinanced.  If  the 
property  is  to  be  refinanced  by  the  in¬ 
sured  mortgage,  the  maximmn  mortgage 
amount  shall  not  exceed  the  cost  to  re¬ 
finance  the  existing  indebtedness  which 
will  consist  of  the  following  items,  the 
eligibility  and  amounts  of  which  must  be 
determined  by  the  agency  and  approved 
by  the  Commissioner : 

(1)  The  amoimt  of  the  existing  in¬ 
debtedness, 

(2)  An  amount  for  the  initial  deposit 
for  the  Reserve  Fund  for  Replacements, 

(3)  Reasonable  and  customary  legal, 
organizational,  title  and  recording  ex¬ 
penses, 

(4)  The  estimated  cost  of  installing 
life  service  components,  as  defined  by 
the  Commissioner,  in  the  project, 

(5)  Architect’s,  municipal  inspection, 
and/or  engineering  fees  requii;pd  for  the 
installation  of  life  service  components, 

(6)  The  estimated  repair  cost,  if  any. 

(d)  Property  to  be  acquired.  If  the 
project  is  to  be  acquired  by  the  mort¬ 
gagor  and  the  purchase  price' is  to  be 
financed  with  the  insured  mortgage,  the 
maximum  mortgage  amount  shall  not 
exceed  90  percent  of  the  cost  of  acquisi¬ 
tion  as  determined  by  the  agency  and 
approved  by  the  Commissioner.  The  cost 
of  acquisition  shall  consist  or the  follow¬ 
ing  items,  the  eligibility  and  amounts  of 
which  must  be  determined  by  the  agency 
and  approved  by  the  Commissioner: 

(1)  Purchase  price  as  indicated  in  the 
purchase  agreement, 

(2)  An  amount  for  the  initial  deposit 
to  the  Reserve  Fund  for  Replacements, 


(3)  Reasonable  and  customary  legal, 
organizational,  title  and  recording  ex¬ 
penses, 

(4)  The  estimated  cost  of  installing 
life  service  components,  as  defined  by  the 
Commissioner,  in  the  project, 

(5)  Architect’s,  municipal  Inspection 
ahd/or  engineering  fees  required  for  the 
installation  of  life  service  components, 

(6)  The  estimated  cost  of  repair,  if 
any. 

(e)  Debt  service.  An  amount  that  can 
be  amortized  by  the  |>rojected  net  in¬ 
come  of  the  project  after  payment  of 
operating  expenses  and  taxes. 

(f )  Reduced  mortgage  amount.  In  the 
event  the  mortgage  is  secured  by  a  lease¬ 
hold  estate  rather  than  a  fee  simple  es¬ 
tate,  the  value  of  the  property  described 
in  the  mortgage  shall  be  the  value  of  the 
leas^old  estate  (as  determined  by  the 
agency  and  approved  by  the  Commis¬ 
sioner)  which  shall  in  all  cases  be  less 
than  the  value  of  the  property  in  fee 
simple. 

§  250.414  Refinancing  eligible  property 
in  older,  declining  areas. 

In  order  to  be  eligible  for  refinancing 
if  the  project  is  located  in  an  older,  de¬ 
clining  area,  the  project  shall  comply 
with  the  following  conditions: 

(a)  The  project  shall  not  be  eligible 
for  insurance  solely  under  the  provisions 
of  Section  223(e)  of  the  National  Hous¬ 
ing  Act; 

(b)  ’The  refinancing  shall  be  used  to 
lower  the  monthly  debt  service  only  to 
the  extent  necessary  to  assure  the  con¬ 
tinued  economic  viability  of  the  project 
as  determined  by  the  agency  taking  into 
account  any  rent  reduction  to  be  imple¬ 
mented  by  the  mortgagor;  and 

(c)  The  mortgagor  shall  agree  that, 
during  the  mortgage  term,  no  rental  in¬ 
creases  shall  be  made  except  those  which 
are  necessary  to  offset  actual  and  rea¬ 
sonable  operating  expense  increases  or 
other  necessary  expense  increases  ap¬ 
proved  by  the  agency. 

(d)  Three  years  must  have  lapsed 
from  the  date  of  completion  of  the 
project  or  beginning  of  occupancy 
(whichever  is  later)  to  date  of  applica¬ 
tion  for  mortgage  insurance. 

§  250.415  Eligible  projects. 

(a)  In  order  to  be  eligible  for  mort¬ 
gage  insurance  pursuant  to  Section  223 
(f ) ,  the  project  must  be  fully  completed 
before  the  application  for  a  com¬ 
mitment  to  insure  is  submitted  to 
the  Commissioner. 

(b)  Except  for  projects  eligible  under 
paragraph  (c)  of  this  section,  three  years 
must  have  elapsed  from  the  date  of  com¬ 
pletion  of  the  project  or  beginning  of 
occupancy  (whichever  is  later)  to  date 
of  application  for  mortgage  insurance. 

(c)  Projects  are  eligible  on  which  con¬ 
struction  was  started  prior  to  Decem¬ 
ber  31,  1975,  and  on  which  construction 
is  completed  prior  to  January  1,  1978. 

(d)  In  order  to  be  eligible  for  mort¬ 
gage  insurance  pursuant  to  Section  223 
(f ) ,  the  project  shall  have  attained  sus¬ 
taining  occupancy  (occupancy  that 
would  produce  rental  income  sufficient  to 
pay  operating  expenses,  annual  debt 
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service  and  reserve  fund  for  replacement 
requirements),  as  determined  by  the 
Conunissioner,  prior  to  endorsement  of 
the  mortgage  for  insurance,  or  the  mort¬ 
gagor  shall  provide  an  operating  deficit 
fund  at  the  time  of  endorsement  for 
insmance,  in  an  amount,  and  un¬ 
der  an  agreement,  approved  by  the 
Commissioner. 

§  250.416  Eligibility  requirements. 

The  requirements  of  §§  250.326,  250.- 
328,  and  250.332  through  250.343  of  Sub¬ 
part  C,  and  §§  250.402  and  250.403  shall 
not  be  applicable  to  mortgages  to  be 
insured  imder  Sections  221(d)  (3)  or  221 

(d)(4)  pursuant  to  Section  223(f)  and 
the  regulations  in  this  part. 

§  250.417  Secondary  financing. 

(a)  When  a  loan  is  made  to  finance 
the  purchase  of  an  existing  multifamily 
housing  project,  the  mortgagor  may  not 
have  any  additional  obligations  in  con¬ 
nection  with  the  transaction  which  ex¬ 
ceed  the  lesser  of : 

(1)  Seven  and  one-half  percent  of 
the  agency’s  estimate  of  value,  or 

(2)  Seven  and  one-half  percent  of  the 
cost  of  acquisition  as  defined  in  §  250.413 
(d). 

(b)  When  a  loan  is  made  to  refinance 
an  existing  multifamily  housing  project, 
the  mortgagor  may  not  have  any  addi¬ 
tional  obligations  in  connection  with  the 
transaction  which  exceed  the  lesser  of: 

(1)  Seven  and  one-half  percent  of  the 
agency’s  estimate  of  value,  or 

(2)  Fifty  percent  of  the  difference  be¬ 
tween  the  cost  to  refinance  as  defined  in 
§  250.413(c)  and  the  maximiun  mortgage 
amount  as  determined  by  the  agency. 

(c)  The  additional  obligations,  if  any, 
provided  for  in  paragraphs  (a)  and  (b) 
of  this  section  shall  be  represented  by 
promissory  notes.  Such  notes  shall  not 
be  due  and  payable  until  the  maturity 
date  of  the  mortgage  to  be  insured  pur¬ 
suant  to  this  section,  but  may  be  prepaid 
from  surplus  cash  and  in  accordance 
with  the  conditions  prescribed  in  the 
Regulatory  Agreement  between  the 
agency  and  the  mortgagor. 

Subpart  E — Requirements  Applicable  to 

Mortgages  Insured  Under  S^tion  236 

§  250.501  Definitions  used  in  this  sub¬ 
part. 

As  used  in  this  subpart,  the  following 
terms  shall  have  the  meaning  indicated: 

(a)  “Adjusted  monthly  income’’ 
means  one-twelfth  of  the  annual  family 
Income  remaining  after  making  certain 
exclusions  from  gross  annual  income. 
The  following  items  shall  be  excluded, 
in  the  order  listed,  from  family  gross 
annual  income: 

(1)  5  percent  of  such  gross  annual  in¬ 
come,  in  lieu  of  amounts  to  be  withheld 
(social  security,  retirement,  health  in¬ 
surance,  etc.) . 

(2)  Any  unusual  income  or  temporary 
income,  as  defined  by  the  Commissioner. 

(3)  The  earnings  of  each  minor  in  the 
family  who  is  living  with  such  family, 
plus  the  sum  of  $300  for  each  such  minor. 

(b)  “Family”  means  two  or  more  per¬ 
sons  related  by  blood,  marriage,  or  oper¬ 


ation  of  law,  who  occupy  the  same  dwell¬ 
ing  or  unit. 

(c)  “Gross  annual  income”  means  the 
total  income,  before  taxes  and  other  de¬ 
ductions,  received  by  all  members  of  the 
tenant’s  household.  There  shall  be  in¬ 
cluded  in  this  total  income  all  wages, 
social  security  payments,  retirement 
benefits,  military  and  veteran’s  disabil¬ 
ity  payments,  unemployment  benefits, 
welfare  benefits,  interest  and  dividend 
payments  and  such  other  income  items 
as  the  Secretary  considers  appropriate. 

(d)  “Handicapped”  means  a  person 
who  has  an  impairment  which: 

(1)  Is  expected  to  be  of  long-continued 
and  indefinite  duration. 

(2)  Substantially  impedes  his/her 
ability  to  live  independently. 

(3)  Is  of  such  nature  that  his  ability 
to  live  independently  could  be  improved 
by  more  suitable  housing  conditions.  A 
person  shall  also  be  considered  handi¬ 
capped  if  such  person  is  a  developmen- 
tally  disabled  individual  as  defined  in 
section  102(5)  of  the  Developmental  Dis¬ 
abilities  Service  and  Facilities  Construc¬ 
tion  Amendment  of  1950. 

(e)  “Minor”  means  a  person  under  the 
age  of  21.  Such  term  shall  not  include 
a  tenant  or  his  spouse. 

(f )  “Elderly”  means  a  person  62  years 
of  age  or  older. 

(g)  “Displacee”  means  a  person  who 
has  been  displaced  from  an  urban  re¬ 
newal  area,  or  as  a  result  of  governmen¬ 
tal  action  or  as  a  result  of  a  disaster 
determined  by  the  President  to  be  a 
major  disaster. 

(h)  “Assisted  admission”  means  ad¬ 
mission  at  a  rent  that  is  less  than  the 
fair  market  monthly  rental  charge. 

§  250.502  Eligible  mortgagors. 

A  mortgage  shall  be  executed  by  a 
mortgagor  approved  by  the  agency  and 
meeting  the  following  qualifications: 

(a)  Nonprofit  mortgagors.  The  non¬ 
profit  mortgagor  shall  be  a  corporation  or 
association  organized  for  purposes  other 
than  the  making  of  profit  or  gain  for 
itself  or  persons  identified  therewith  and 
which  the  mortgagee  finds  is  neither  con¬ 
trolled  by  nor  under  the  direction  of  per¬ 
sons  or  firms  seeking  to  derive  profit  or 
gain  therefrom.  Such  a  mortgagor  shall 
be  subject  to  regulation  or  supervision 
as  to  rents,  charges  and  methods  of  op¬ 
eration. 

(b)  Limited  distribution  mortgagor. 
The  limited  distribution  mortgagor  shall 
be  a  corporation,  trust,  partnership,  as¬ 
sociation.  other  entity,  or  an  individual. 
Such  mortgagor  shall  be  restricted  by 
law  (or  by  the  agency)  as  to  distribution 
of  income  and  shall  be  regulated  as  to 
rents,  charges,  rate  of  return,  and  meth¬ 
ods  of  operation. 

(c)  Cooperative  mortgagors.  The  coop¬ 
erative  mortgagor  shall  be  a  nonprofit 
cooperative  ownership  housing  corpora¬ 
tion  which  restricts  permanent  occu¬ 
pancy  of  the  project  to  the  members  of 
the  corporation  who  must  meet  member¬ 
ship  eligibility  requirements  approved  by 
the  agency.  Such  a  mortgagor  will  be 
regulated  or  restricted  by  the  agency  as 


to  rents  or  sales,  charges,  rate  of  xetum, 
and  methods  of  operation. 

§  250.503  Maximum  mortgage  amounts. 

(a)  The  mortgage  shall  Involve  a  prin¬ 
cipal  obligation  not  in  excess  of  the  low¬ 
est  of  the  following: 

(1)  Dollar  limitations  on  units.  For 
such  part  of  the  property  or  project  at¬ 
tributable  to  dwelling  use  (excluding  ex¬ 
terior  land  improvement)  an  amount  per 
family  unit,  depending  on  the  number  of 
bedrooms,  which  may  be: 

(1)  $16,860  without  a  bedroom. 

(ii)  $18,648  with  one  bedroom. 

(iii)  $22,356  with  two  bedrooms. 

(iv)  $28,152  with  three  bedrooms. 

(v)  $31,884  with  four  or  more  bed¬ 
rooms. 

(2)  New  construction.  In  the  case  of 
new  construction  90  percent  of  the 
agency’s  estimate  of  replacement  cost  of 
the  property  or  project  when  the  im¬ 
provements  are  completed.  The  replace¬ 
ment  cost  may  include  the  land,  the  pro¬ 
posed  physical  improvements,  utilities 
within  the  boundaries  of  the  land,  archi¬ 
tect's  fees,  taxes,  interest  diulng  con¬ 
struction,  a  project  reserve  account  not 
to  exceed  5  percent  of  replaconent  cost, 
and  other  miscellaneous  charges  incident 
to  construction  and  approved  by  the 
agency. 

(3)  Repair  or  rehabilitation.  In  the 
case  of  a  project  which  is  to  be  repaired 
or  rehabilitated.  90  percent  of  the  sum  of 
the  estimated  cost  of  the  repairs  or  re¬ 
habilitation  of  the  project  and  the 
agency’s  estimate  of  the  value  of  the 
pre^erty  before  repairs  or  rehabilitation. 

(b)  Increased  mortgage  amount — ele¬ 
vator  type  structures.  In  order  to  com¬ 
pensate  for  higher  costs  incident  to  con¬ 
struction  of  elevator  type  structures  of 
sound  standards  of  construction  and  de¬ 
sign,  the  Commissioner  may  increase  the 
dollar  amount  limitations  per  family  unit 
as  provided  in  paragraph  (a)(1)  of  this 
section  not  to  exceed: 

(1)  $19,680  per  family  unit  without  a 
bedroom. 

(2)  $22,356  per  family  unit  with  one 
bedroom. 

(3)  $26,496  per  family  unit  with  two 
bedrooms. 

(4)  $33,120  per  family  \mit  with  three 
bedrooms. 

(5)  $38,400  per  family  unit  with  four 
or  more  bedrooms. 

(c)  Increased  mortgage  amount — 
high-cost  areas.  (1)  In  any  geographical 
area  where  the  Commissioner  finds  cost 
levels  so  require,  the  Commissioner  may 
increase,  by  not  to  exceed  50  percent,  the 
dollar  limitations  set  forth  in  paragraph 
(a)(1)  and  (b)  of  this  section. 

(2)  If  the  Commissioner  finds  that  be¬ 
cause  of  high  costs  in  Alaska,  Guam,  or 
Hawaii  it  is  not  feasible  to  construct 
dwellings  without  the  sacrifice  of  sound 
standards  of  construction,  design,  and 
livability  within  the  limitations  of  maxi¬ 
mum  mortgage  amounts  provided  in  this 
section,  the  principal  obligation  of  mort¬ 
gages  may  be  increased  in  such  amoimts 
as  may  be  necessary  to  compensate  for 
such  costs,  but  not  to  exceed  In  any  event 
the  maximum.  Including  high  cost  area 
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increases,  if  any,  otherwise  applicable  by 
more  than  one-half  thereof. 

(d)  Maximum  Mortgage  Amount — 
Leaseholds — Section  236.  In  the  event  the 
mortgage  is  on  a  leasehold  estate  rather 
than  on  a  fee  simple  holding,  ^the  value 
or  replacement  cost  of  the  property  on 
which  the  mortgage  is  based  is  the  value 
or  replacement  cost  of  the  property  in 
fee  simple  reduced  by  an  amoimt  equal 
to  the  capitalized  value  of  the  ground 
rent.  The  capitalization  factor  used  in 
determining  the  capitalized  value  of  the 
ground  rent  shall  not  exceed  the  interest 
rate  of  the  mortgage.  The  annual  Ground 
Rent  may  not  exceed  the  market  price  of 
site  in  fee  simple  multiplied  by  the  mar¬ 
ket  interest  rate  of  the  Insiu-ed  mortgage. 

§  250.504  Commercial  "and  comniunitj 
facilities. 

(a)  The  project  may  Include  only  such 
commercial  and  community  facilities  as 
the  agency  determines  will  be  adequate 
and  appropriate  to  serve  the  occupants, 
and  such  additional  facilities  permitted 
under  the  provision  of  the  National  Hous¬ 
ing  Act  pursiiant  to  which  coinsurance  is 
being  provided,  as  may  be  agreed  to  by 
the  Cfommlssioner  and  the  agency.  Except 
for  housing  for  the  elderly,  in  no  event 
shall  net  rentable  commercial  area  ex¬ 
ceed  10  percent  of  the  total  net  rentable 
area,  both  commercial  and  residential. 
Notwithstanding  the  above,  this  limita¬ 
tion  may  be  waived,  for  good  cause,  by 
the  Commissioner. 

(b)  In  the  case  of  a  project  designed 
primarily  for  occupancy  by  the  elderly 
or  handicapped,  the  project  may  include 
such  related  facilities  as  cafeterias  or 
dining  halls,  commimity  rooms,  work¬ 
shops,  infirmaries,  or  other  inpatient  or 
outpatient  health  facilities  and  other  es¬ 
sential  service  facilities  for  use  by  elder¬ 
ly  or  handicapped  families. 

§  250.505  Rental  charges. 

(a)  Approved  rental  charges.  The 
mortgagor  shall,  with  the  approval  of 
the  agency  establish  for  each  dwelling 
unit  the  following: 

(DA  basic  monthly  rental  charge  de¬ 
termined  on  the  basis  of  operating  the 
project  with  payments  of  principal  and 
Interest  due  under  a  mortgage  bearing 
interest  at  the  rate  of  1  percent  per 
annum. 

(2)  A  fair  market  monthly  rental 
charge  determined  on  the  basis  of  operat¬ 
ing  the  project  with  payments  of  princi¬ 
pal,  Interest,  and  mortgage  insurance 
premium  which  the  mortgagor  is  obli¬ 
gated  to  pay  under  the  mortgage. 

(b)  Monthly  rental  charge.  The 
monthly  rental  for  each  dwelling  unit 
shall  be  25  percent  of  the  tenant’s  ad¬ 
justed  monthly  income,  except  that  the 
monthly  rental  shall  not  be  less  than  the 
basic  rental  nor  more  than  the  fair 
market  rental  charge.  In  the  event  of 
any  change  in  a  tenant’s  income,  the 
monthly  rental  charge  shall  be  adjusted 
by  the  mortgagor. 

(c)  Application  of  terms.  In  the  case 
of  a. cooperative  project,  the  term  “ten¬ 
ant”  as  used  in  this  subpart  shall  mean 
a  member  of  a  cooperative  and  the  term 


“rental  charge”  shall  mean  the  charges 
under  the  occupancy  agreement  of  mem¬ 
bers  of  the  cooperative. 

§  250.506  Determination  of  project  fea¬ 
sibility-fair  market  rentals. 

In  the  determination  of  project  feasi¬ 
bility  prior  to  issuing  a  commitment  for 
mortgage  insurance  under  this  part,  the 
fair  market  rentals  estimated  in  accord¬ 
ance  with  S  250.505(a)  (2)  shall  be  at  a 
level  that  can  be  expected  to  attract  non- 
subsidized  tenants  who  will  pay  fair  mar¬ 
ket  rentals  and  shall  not  exceed  the  rent¬ 
als  obtainable  for  reasonably  comparable 
nonsubsidized  rental  dwelling  units  sim¬ 
ilarly  located.  Reasonable  adjustments 
may  be  made  in  such  rentals  to  reflect 
additional  management  services  such  as 
increased  tenant  screening,  counseling, 
and  income  certification  and  recertiflea- 
tions,  and  amenity  levels  not  available 
in  otherwise  reasonably  comparable  non¬ 
subsidized  rental  dwelling  units  similarly 
located. 

§  250.507  Excess  rental  charges. 

The  mortgagor  shall  agree  to  pay 
monthly  to  the  agency  for  transmittal 
to  the  Department  of  Housing  and  Urban 
Development  the  difference  between  the 
total  rents  collected  on  the  dwelling  units 
(with  an  adjustment  for  delinquent  rents 
collected  for  prior  months)  and  the  basic 
rents  for  all  occupied  units. 

§  250.508  Occupancy  requirements. 

(a)  Initial  occupancy.  Initial  occu¬ 
pancy  of  the  project  by  tenants  who  are 
unable  to  pay  the  fair  market  rental  shall 
be  restricted  to  those  determined  by  the 
mortgagor  as  meeting  the  income  re¬ 
quirements  established  by  the  Commis¬ 
sioner. 

(b)  Projects  designed  for  displacees,  or 
elderly,  or  handicapped.  In  a  project  de¬ 
signed  for  displacees,  or  elderly  or  han¬ 
dicapped,  occupancy  may  be  restricted 
to  that  category  of  persons  for  whom  the 
project  was  designed  and  who  meet  the 
income  requirements  established  by  the 
Commissioner. 

(c)  Recertification  of  income.  The 
mortgagor  shall  obtain  from  each  tenant 
or  cooperative  member  who  is  not  pay¬ 
ing  the  fair  market  rental  a  biennial  re¬ 
certification  of  family  income. 

§  250.509  Guidelines  for  assisted  admis¬ 
sion. 

(a)  Maximum  income.  The  adjusted 
income  of  an  applicant  shall  not  exceed 
the  maximum  income  limits  authorized 
by  the  Secretary. 

(b)  Ability  to  pay  rent.  The  project 
owner  or  his  managing  agent  may,  at 
his  discretion,  admit  an  applicant  for 
assisted  admission  whose  adjusted  in¬ 
come  meets  the  requirement  in  para¬ 
graph  (a)  of  this  section  if,  in  his  judg¬ 
ment,  the  applicant  has  an  adequate  in¬ 
come  to  pay  the  basic  monthly  rental 
charge.  The  project  owner  or  his  manag¬ 
ing  agent  shall  maintain  supporting  writ¬ 
ten  documentation  for  the  decision  that 
an  applicant  has  or  does  not  have  an 
adequate  inemne  to  pay  the  basic  month¬ 
ly  rent^  charge  based  upon  these  fac¬ 
tors: 


(1)  A  local  welfare  or  other  agoicy 
has  agreed  to  pay  all  or  a  portion  of  the 
basic  monthly  rental  charge. 

(2)  The  applicant  is  62  years  of  age 
or  older. 

(3)  The  applicant  is  a  qualified  tenant 
on  whose  behalf  the  project  owner  will 
receive  supplemental  payments  under 
Part  215,  or  rental  assistance  pa3mients 
imder  Subpart  D  of  Part  236,  of  this 
chapter. 

(4)  The  applicant  has  established  a 
history  of  rent-paying  ability  at  levels 
equal  to  or  greater  than  basic  rent. 

(5)  The  applicant  has  sufficient  in¬ 
come,  when  considered  together  with 
other  assets,  to  pay  the  basic  monthly 
rental  charge  for  a  reasonable  period. 

(6)  The  applicant  receives  food 
stamps,  surplus  commodities  or  similar 
benefits  that  favorably  affect  the  appli¬ 
cant’s  ability  to  pay  rent. 

(7)  Such  other  factors  as,  in  the  judg¬ 
ment  of  the  project  owner  or  his  man¬ 
aging  agent,  bear  favorably  upon  the 
applicant’s  ability  to  pay  rent. 

§  250.510  Form  of  lease  and  oeeupaney 
agreement. 

A  tenant  who  is  to  pay  less  than  the 
fair  market  rental  shall  be  required  to 
execute  a  lease  in  a  form  approved  by 
the  Commissioner,  which  lease  shall  con¬ 
tain  provisions  for  the  monthly  rent  to 
be  paid  by  the  tenant,  services  to  be  fur¬ 
nished  by  the  landlord,  the  term  of  the 
lease,  recertification  of  tenant  income, 
increase  in  rents  upon  increase  in  in¬ 
come,  prohibition  against  the  tenant  sub¬ 
leasing  the  premises,  and  other  cov¬ 
enants  between  landlord  and  tenant 
customarily  contained  in  leases  for  rent¬ 
al  units.  A  cooperative  member  shall  be 
required  to  execute  an  occupancy  agree¬ 
ment  in  a  form  approved  by  the  agency, 
regardless  of  the  rent  he  is  paying.  The 
occupancy  agreement  shall  contain  the 
same  covenants  as  a  lease  for  a  rental 
unit,  except  that  where  the  cooperative 
member  is  not  entitled  to  assistance  im¬ 
der  this  subpart,  there  shall  be  no  re¬ 
quirement  for  recertification  of  Income 
or  increase  in  rent  due  to  increase  in 
income. 

Mortgages  Insured  Pursuant  to 
Section  223(f) 

§  250.51.5  Inrorporation  by  refu'ence. 

All  of  the  provisions  of  §$250,410 
through  250.416  of  Subpart  D  of  this  part 
are  incorporated  by  reference  into  this 
subpart,  except  §  250.413  (a  (e)  and 
(f). 

§  250.516  Maximum  Mortgage  Amount. 

(a)  Dollar  limitations  on  units.  (1) 
For  such  part  of  the  property  or  project 
attributable  to  dwelling  use  (excluding 
exterior  land  improvement  as  defined  by 
the  Commissioner)  an  amount  per  fam¬ 
ily  unit,  depending  upon  the  number  of 
bedrooms,  which  may  be: 

$16,860  without  a  bedroom 
$18,648  with  one  bedromn 
$22,356  with  two  bedrooms 
$28,152  with  three  bedrooms 
$31,864  with  four  or  mmw  bedrooms 
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(2)  Increased  mortgage  amount — eZe- 
vator  type  structures.  In  order  to  com¬ 
pensate  for  higher  costs  incident  to  con- 
shmction  of  elevator  tsrpe  structures  of 
soimd  standards  of  construction  and  de¬ 
sign,  the  Commissioner  may  increase  the 
dollar  amount  limitations  per  family  unit 
as  provided  in  paragraph  <b)  (1)  of  this 
section  not  to  exceed: 

$19,680  per  family  unit  without  a  bedroom 
$22,366  per  famUy  unit  with  one  bedroom 
$26,496  per  family  unit  with  two  bedrooms 
$33,120  per  family  unit  with  three  bedrooms 
$38,400  per  famUy  unit  with  four  or  more 
bedrooms. 

(3)  Increased  mortgage  amount — high 
cost  areas.  (1)  In  any  geographical  area 
where  the  Commissioner  finds  cost  levels 
so  require,  the  Commissioner  may  in¬ 
crease,  by  not  to  exceed  50  percent,  the 
dollar  amount  limitations  set  forth  in 
paragraphs  (b)(1)  and  (b)(2)  of  this 
section. 

(ii)  If  the  Commissioner  finds  that 
because  of  high  costs  in  Alaska,  Guam, 
or  Hawaii  it  is  not  feasible  to  construct 
dwellings  without  the  sacrifice  of  sound 
standards  of  construction,  design,  and 
livability  within  the  limitations  of  max¬ 
imum  mortgage  amounts  provided  in 
this  section,  the  principal  obligation  of 
mortgages  may  be  increased  in  such 
amounts  as  may  be  necessary  to  com¬ 
pensate  for  such  costs,  but  not  to  exceed 
in  any  event  the  maximum,  including 
high  cost  area  Increases,  if  any,  other¬ 
wise  applicable  by  more  than  one-half 
thereof. 

(b)  Debt  service.  An  amount  that  can 
be  amortized,  assuming  that  the  mort¬ 
gage  bears  an  Interest  rate  of  one  per¬ 
cent,  by  the  projected  net  incmne  of  the 
project  (excluding  Interest  reduction 
payments  made  by  the  Secretary  to  the 
agency)  after  payment  of  operating  ex¬ 
penses,  taxes,  and  excess  rental  charges 
due  to  the  Secretary. 

(c)  Maximum  Mortgage  Amount — 
Leaseholds — Section  236.  In  the  event  the 
mortgage  is  on  a  leasehold  estate  rather 
than  on  a  fee  simple  holding,  the  value 
or  replacement  cost  of  the  property  on 
which  the  mortgage  is  based  is  the  value 
or  replacement  cost  of  the  property  in 
fee  simple  reduced  by  an  amount  equal 
to  the  capitalized  value  of  the  ground 
rent.  The  capitalization  factor  used  in 
determining  the  capitalized  value  of  the 
ground  rent  shall  not  exceed  the  interest 
rate  of  the  mortgage.  The  annual  Groimd 
R^t  may  not  exceed  the  market  price  of 
site  in  fee  simple  multiplied  by  the 
market  interest  rate  of  the  insured 
mortgage. 

Subpart  F — Contract  Rights  and 
Obligations 

§  250.701  Definitions. 

As  used  in  this  subpart  the  following 
terms  shall  have  the  meaning  indicated: 

(a)  “Conunissloner”  means  the  Fed¬ 
eral  Housing  Commlssicmer. 

(b)  “Act”  means  the  National  Housing 
Act,  as  amended. 

(c)  “Mortgage”  means  such  a  first  lien 
upon  real  estate  and  other  property  as 
is  commonly  given  to  secure  advances 


on,  or  the  tmpaid  purchase  price  of,  real 
estate  under  the  laws  of  the  State,  dis¬ 
trict  or  territory  in  which  the  real  estate 
is  located,  together  with  the  credit  in¬ 
strument  or  Instruments,  if  any,  secured 
thereby.  Jn  any  instance  where  an  op¬ 
erating  loss  loan  is  Involved,  the  term 
shall  include  both  the  original  mortgage 
and  the  instrument  securing  the  operat¬ 
ing  loss  loan. 

(d)  “Insured  mortgage”  means  a 
mortgage  which  has  been  insured  by  the 
issuance  of  a  Mortgage  Insurance  Cer¬ 
tificate  by  the  Commissioner,  or  his  duly 
authorized  representative. 

(e)  “Contract  of  coinsurance”  means 
the  agreement  between  the  agency  and 
the  Commissioner  for  the  coinsurance  of 
a  mortgage  evidenced  by  the  issuance  of 
a  Mortgage  Insurance  Certificate  by  the 
Commissioner  and  includes  the  terms, 
conditions  and  provisions  of  this  part 
and  of  the  National  Housing  Act. 

(f)  “Mortgagor”  means  the  original 
borrower  imder  a  mortgage  and  its  suc¬ 
cessors  and  such  of  its  origins  as  are  ap¬ 
proved  by  the  Commissioner. 

(g)  “MIP”  means  the  mortgage  insur¬ 
ance  premiiun  paid  by  the  agency  to  the 
Commissioner  in  consideration  of  the 
contract  of  coinsurance. 

§  250.703  Creation  of  eontr.iei  of  coin¬ 
surance. 

(a)  No  contract  of  coinsurance  shall 
come  into  existence  until  the  agency  has 
submitted  to  the  Commissioner  for  In¬ 
surance  a  minimum  of  ten  mortgages 
which  meet  the  requirements  of  this 
part.  The  cmitract  of  coinsurance  with 
an  agency  shall  be  effective  from  the 
date  of  the  endorsement  for  insurance  of 
ten  mortgages  constituting  the  agency’s 
initial  portfolio.  Notwithstanding  the 
above,  in  lieu  of  a  minimum  of  ten  mort¬ 
gages  in  a  portfolio,  a  contract  of  co- 
insurance  may  be  created  if  the  agency 
has  submitted  to  the  Commissioner  less 
than  ten  mortgages,  provided  that,  if  less 
than  ten  mortgages  are  submitted, 
the  schedule  of  front-end  deductible 
amounts  in  §  250.733  will  apply. 

(b)  Once  the  agency’s  Initial  portfolio 
has  been  endorsed,  the  agency  may  add 
additional  coinsured  mortgages  to  that 
portfolio  or  may,  at  its  option,  establish 
second  and  succeeding  portfolios.  Once 
Included  with  a  portfolio,  a  coinsured 
mortgage  may  not  be  transferred  from 
that  portfolio  without  the  approval  of 
the  Commissioner.  The  agency  has  the 
option  of  submitting  to  the  Commis¬ 
sioner  for  Insurance  portfolios  consisting 
of  one  or  more  mortgages. 

(c)  This  subpart  shall  constitute  the 
contract  of  coinsurance  and  the  agency 
and  the  Commissioner  shall  be  bound  by 
the  regulations  in  this  subpart  with  the 
same  force  and  effect  and  to  the  same 
extent  as  If  a  separate  contract  had  been 
executed. 

§  250.704  Interest  reduelH>n  payments 
contract. 

(a)  This  section  shall  constitute  the 
inter^t  reduction  payment  contract  be- 
tweai  the  agency  and  the  Commissioner 
with  respect  to  a  mortgage  insured  under 


Section  236  pursuant  to  Section  244  of 
the  National  Housing  Act  or  Section  236 
pursuant  to  Section  223(f)  pursuant  to 
Section  244  of  the  National  Housing  Act. 
The  endorsement  of  the  mortgage  for  in¬ 
surance  shall  constitute  the  execution  of 
the  interest  reduction  payment  contract 
with  respect  to  the  mortgage  being 
insured. 

(b)  Term  of  payments:  (1)  The  term 
for  which  interest  reduction  pa3mients 
shall  be  made  shall  begin  on  the  date  on 
which  the  Commissioner  issues  the  Mort¬ 
gage  Insurance  Certificate. 

(2)  The  term  of  the  interest  reduction 
payments  shall  end  upon  the  occurrence 
of  one  of  the  following  events: 

(i)  ’The  termination  of  the  contract  of 
insurance. 

(ii)  The  Commissioner’s  receipt  of  the 
agency’s  notice  of  commencement  of 
foreclosure  proceedings. 

(iii)  ’The  Commissioner’s  receipt  of  the 
agency’s  notice  of  intention  to  acquire 
title  by  means  other  than  foreclosure. 

(iv)  At  the  discretion  of  the  agency, 
the  mortgagor’s  failure  to  meet  its  obli¬ 
gations  under  the  regulatory  agreement 
it  has  entered  into  with  the  agency. 

(3)  Upon  termination  of  the  Interest 
reduction  i>ayments  contract,  the  pay¬ 
ment  due  on  the  first  of  the  month  in 
which  the  termination  occurs  shall  be  the 
last  payment  to  which  the  agency  shall 
be  entitled. 

(4)  Where  the  term  of  interest  reduc¬ 
tion  payments  is  ended  pursuant  to  para¬ 
graph  (b)  (2)  of  this  section,  such  inter¬ 
est  reduction  payment  contract  may  be 
reinstated  by  the  Commissioner,  in  his 
discretion  and  on  such  conditions  as  he 
may  prescribe.  In  the  event  of  such  rein¬ 
statement,  interest  reduction  payments 
will  be  made  to  the  agency  for  tiiose 
months  during  which  such  payments 
were  suspended. 

(c)  Time  of  payments.  The  interest 
reduction  payments  shall  be  due  on  the 
first  day  of  each  month  following  the 
beginning  of  the  term,  and  shall  be  paid 
upon  the  receipt  of  a  billing  (on  a  form 
prescribed  by  the  Commissioner)  from 
the  agency. 

(d)  Amounts  of  payments.  ’Ihe 
amoimt  of  the  interest  reduction  pay¬ 
ment  to  the  agency  shall  be  the  differ¬ 
ence  between  the  following: 

(1)  The  monthly  Installment  for  prin¬ 
cipal,  interest,  and  mortgage  insurance 
premiiun  which  the  mortgagor  is  ol/li- 
gated  to  pay  under  the  mortgage;  and 

(2)  The  monthly  payment  for  prin¬ 
cipal  and  interest  the  mortgagor  would 
be  obligated  to  pay  if  the  mortgage  were 
to  bear  Interest  at  the  rate  of  1  percent 
per  annum. 

(e)  In  addition  to  the  interest  reduc¬ 
tion  payment  referred  to  in  paragraph 

(f)  of  this  section,  the  agency  shall  be 
entitled  to  the  monthly  payment  of  an 
amount  the  Commissioner  deems  suffi¬ 
cient  to  reimburse  the  agency  for  its  ex¬ 
penses  in  servicing  the  mortgage. 

(f)  Application  of  payments.  The 
agency  shall  apply  each  monthly  inter¬ 
est  reduction  payment,  together  with  the 
mortgagor’s  monthly  payment,  to  the 
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items  and  in  the  order  set  out  in  the 
mortgage. 

(g)  Agency  records.  The  agency  shall 
maintain  such  records  as  the  Commis¬ 
sioner  may  require  with  respect  to  the 
mortgagor's  payments  and  the  interest 
reduction  payments  received  from  the 
Commissioner.  Such  records  shall  be  kept 
on  hie  for  a  period  of  time  and  in  a  man¬ 
ner  prescribed  by  the  Commissioner  and 
shall  be  made  available,  when  request¬ 
ed,  for  review  and  inspection  by  the 
Commissioner  or  the  Comptroller  Gien- 
eral  of  the  United  States. 

Mortgage  Insurance  Premiums 

§  250.705  Amount  of  MIP  to  be  collect¬ 
ed  from  the  mortgagor. 

The  agency  may  collect  from  the  mort¬ 
gagor  a  MIP  from  the  date  of  the  con¬ 
tract  of  coinsurance  which  shall  not 
exceed,  with  respect  to  mortgages  to  h- 
nance  new  construction  or  rehabilita¬ 
tion,  the  equivalent  of  0.4  percent  per 
annum  of  Uie  amount  of  the  principal 
obligation  of  the  mortgage  outstanding 
at  any  time  without  taking  into  account 
delinquent  payments  or  prepayments; 
and  with  respect  to  mortgages  insured 
pursuant  to  Section  223(f),  the  agency 
may  collect  from  the  mortgagor  an  MEP 
from  the  date  of  the  contract  of  coinsur¬ 
ance  which  shall  not  exceed  an  initial 
MEP  of  one  percent  of  the  principal  ob¬ 
ligation  for  the  first  year  of  the  mort¬ 
gage  and  0.5  percent  per  annum  of  the 
amount  of  the  principal  obligation  of  the 
mortgage  outstanding  at  any  time  there¬ 
after,  without  taking  into  accovmt  de¬ 
linquent  pasmients  or  prepasmients.  This 
section  shall  not  in  any  way  restrict  the 
amount  by  which  the  mortgage  interest 
rate  exceeds  the  cost  of  agency  borrow¬ 
ing. 

§  250.706  Method  of  payment  of  MIP. 

The  payment  of  any  MIP  under  this 
subpart  shall  be  made  to  the  Commis¬ 
sioner  by  the  agency  in  cash.  The  MIP 
will  be  paid  annually  on  a  level  per¬ 
centage  of  the  declining  principal  bal¬ 
ance. 

§  250.707  Annual  payment  of  MIP  on  a 
level  percentage  of  the  declining  prin- 
'cipal  balance. 

(a)  Except  for  mortgages  Insm^d  pur¬ 
suant  to  Section  223  (f> ,  the  agency  shall 
pay  to  the  Commissioner  on  the  effec¬ 
tive  date  of  the  contract  of  coinsurance, 
a  first  year  mortgage  Insurance  premi¬ 
um,  covering  a  period  of  one  year,  equal 
to  0.4  percent  of  the  outstanding  prin¬ 
cipal  balance  of  the  mortgage.  Each 
year  thereafter,  the  agency,  on  the  an¬ 
niversary  date  of  the  contract  of  co- 
insurance  shall  pay  a  premium  for  the 
following  year,  equal  to  0.4  percent  per 
annum  of  the  average  outstanding  prin¬ 
cipal  obligation  of  the  mortgs^e.  with¬ 
out  taking  into  account  delinquent  pay¬ 
ments  or  prepayments. 

(b)  For  mortgages  insured  pursuant 
to  Section  223(f) ,  the  agency  shall  pay  to 
the  Commissioner  on  the  effective  date 
of  the  contract  of  coinsurance,  a  first 


year  mortgage  insurance  premium,  cov¬ 
ering  a  period  erf  one  year,  equal  to  1 
percent  of  the  outstanding  principal 
balance  of  the  mortgage.  Each  year 
thereafter,  the  agency,  on  the  anniver¬ 
sary  date  of  the  contract  of  coinsurance 
shall  pay  a  premium  for  the  following 
year,  equal  to  0.5  percent  per  annum  of 
the  average  outstanding  principal  ob¬ 
ligation  of  the  mortgage,  without  taking 
into  account  delinquent  pasrments  or 
prepayments. 

(c)  For  operating  loss  loans  made  pur¬ 
suant  to  {  250.320,  the  agency  shall  pay 
to  the  Commissioner,  upon  the  endorse¬ 
ment  of  the  increase  loan  credit  instru¬ 
ment  covering  the  operating  loss  loan,  a 
first  year  mortgage  insurance  premium, 
covering  a  period  of  one  year,  equal  to 
1  percent  of  the  outstanding  principal 
balance  of  the  mortgage.  Each  year 
thereafter,  the  agency  shall  pay  a  pre¬ 
mium  for  the  following  year,  equal  to 
0.5  percent  per  annum  of  the  average 
outstanding  principal  obligation  of  the 
mortgage,  without  taking  into  account 
delinquent  payments  or  prepayments. 

§  250.710  Duration  of  MIP. 

The  MIP  required  under  §  250.707 
shall  continue  annually  until  the  earliest 
date  on  which  one  of  the  following 
occurs: 

(a)  The  mortgage  is  paid  in  full. 

(b)  A  deed  to  the  agency  is  filed  for 
record,  or 

(c)  The  contract  of  coinsurance  is 
otherwise  terminated  with  the  consent 
of  the  Commissioner. 

§  250.712  Pro  rata  puyiiu'iit  of  annual 
MIP. 

(a)  If  the  contract  of  coinsurance  Is 
terminated  after  the  due  date  of  the  ini¬ 
tial  MIP  due  in  accordance  with 
i  250.707,  the  agency  shall  pay  to  the 
Commissioner  that  portion  of  the  cur¬ 
rent  annual  MIP  prorated  from  the  due 
date  of  the  last  annual  MIP  through  the 
end  of  the  month  in  which  the  contract 
of  coinsurance  is  terminated. 

(b)  For  the  purpose  of  cmnputing  the 
pro  rata  portion  of  the  annual  MIP,  the 
date  of  termination  of  coinsurance  shall 
be  the  last  day  of  the  month  in  which 
the  mortgage  was  prepaid  or  a  voluntary 
termination  request  is  received  by  the 
Commissioner. 

Default  Under  the  Mortgage 
§  250.715  Definition  of  default. 

The  following  shall  be  considered  a 
default  xmder  this  subpart: 

(a)  Failure  of  the  mortgagor  to  make 
any  payment  due  under  the  mortgage; 

(b)  Failure  of  the  mortgagor  to  per¬ 
form  any  other  covenant  under  the  pro¬ 
visions  of  the  mortgage,  if  the  agency, 
because  of  such  failure  has  accelerate 
the  debt;  or 

(c)  In  the  case  of  an  operating  loss 
loan,  the  failure  of  the  mortgagor  to 
make  any  payment  due  under  such  loan 
or  under  the  original  mortgage  shall  be 
considered  a  default  under  both  the  loan 
and  the  original  mortgage. 


§250.716  Date  of  default. 

For  the  purposes  of  this  subpart,  the 
date  of  default  shall  be  considered  as  30 
dasrs  after: 

(a)  The  first  uncorrected  failure  to 
perform  any  obligation  tmder  the  mort¬ 
gage;  or 

(b)  The  first  failure  to  make  a  monthly 
payment  which  is  not  covered  by  subse¬ 
quent  payments  made  by  the  mortgagor 
when  such  subsequent  payments  are  ap¬ 
plied  to  the  overdue  monthly  payments 
in  the  order  in  which  they  became  due. 

§  250.717  Notice  of  default. 

The  agency  shall,  within  60  days  after 
the  date  of  default  as  defined  in  this 
part,  give  written  notice  thereof  to  the 
Commissioner  on  a  form  prescribed  by 
him,  unless  such  default  has  been  cured 
or  unless  the  Commissioner  has  been 
notified  of  a  previous  default  which  re¬ 
mains  uncured. 

§  250.718  Rcin^talonicnt  of  defaulted 
mortgage. 

If  after  default  and  prior  to  the  com¬ 
pletion  of  foreclosure  proceedings  the 
mortgagor  shall  cure  the  default,  the  in¬ 
surance  shall  continue  as  if  a  default  had 
not  occurred.  The  mortgagor  shall  pay 
to  the  agency  such  expenses  as  the  agency 
has  incurred  in  connection  wlUi  the 
foreclosure  proceedings  and  the  agency 
shall  give  written  notice  of  reinstate¬ 
ment  to  the  Commissioner. 

§  250.719  Forbearance  relief. 

Notwithstanding  the  provisions  of 
§  250.720  of  this  subpart,  a  mortgagor 
and  an  agency  may  enter  into  an  agree¬ 
ment,  not  inconsistent  with  any  provi¬ 
sion  of  this  part  other  than  S  250.720,  for 
the  reduction  or  suspension  of  regular 
mortgage  payments:  Provided,  That  dur¬ 
ing  such  period  of  forbearance,  all 
monies  received  from  rents  or  other 
sources  must  be  applied  toward  the  pay¬ 
ment  of  operating  costs,  and  not  divi¬ 
dends. 

§  250.720  Special  forbearance  agree¬ 
ment. 

(a)  In  a  case  where  the  mortgage  is 
in  default,  but  the  mortgagor  has  made 
at  least  50  percent  of  its  scheduled 
monthly  mortgage  payments  on  a  cumu¬ 
lative  basis  for  a  period  of  not  less  than 
one  year,  the  mortgagor  and  the  agency 
may  enter  into  a  special  forbearance 
agreement  for  the  reduction  of  regular 
mortgage  payments  for  a  specified  period 
of  time,  if  the  agency  determines  that 
the  default  is  due  to  circumstances  be¬ 
yond  the  mortgagor’s  control  and  the 
mortgage  probably  will  be  restored  to 
good  standing  within  a  reasonable  period 
of  time. 

(b)  If  the  mortgagor  falls  to  meet  the 
requirements  of  a  special  forbearance 
agreement  entered  into  imder  this  sec¬ 
tion  or  to  resume  the  regular  monthly 
payment  required  under  the  mortgage  ai 
the  expiration  of  the  forbearance  period, 
and  such  failure  continues  for  a  period 
of  30  days,  the  agency  shall  notify  tba 
Conunlssloner  of  such  failure. 
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(c)  A  special  forbearance  agreement 
entered  Into  under  this  section  shall  re¬ 
quire  the  mortgagor  to  use  all  monies  re¬ 
ceived  from  rents  or  other  somxes  to¬ 
ward  payment  of  operating  costs,  and 
not  dividends,  during  the  period  in  which 
the  advances  described  in  §  250.723  are 
being  made. 

Advances  by  Commissioner  to  Agency 
§  250.723  Advance  to  agency. 

(a)  The  Commissioner  will  make  an 
advance  to  an  agency  which  has  entered 
into  a  special  forbearance  agreement 
with  a  mortgagor  pursuant  to  the  provi- 
slCHXs  of  §  250.720. 

(b)  Terms  of  advance:  (1)  The 
amoimt  of  an  advance  authorized  by  par¬ 
agraph  (a)  of  this  section,  shall  not  ex¬ 
ceed  one-half  of  the  short-fall  in  debt 
service  for  a  36  month  period  (which 
need  not  occur  consecutively) ,  but  in  no 
case  shall  it  exceed  10  percent  of  the  total 
monthly  pasnments  provided  for  under 
the  mortgage  with  respect  to  which  the 
agency  has  entered  into  a  special  for¬ 
bearance  agreement  with  a  mortgagor 
pmsuant  to  the  provisions  of  §  250.720. 

( 2 )  The  Commissioner  will  make  quar¬ 
terly  payments  of  the  amount  of  an  ad¬ 
vance  to  an  agency  authorized  by  this 
section  and  each  quarterly  payment  shall 
not  exceed  that  amount  required  to  cover, 
for  a  three  month  period,  10  percent  of 
the  total  monthly  payments  provided  for 
under  the  mortgage  with  respect  to 
which  the  agency  has  entered  into  a 
special  forbearance  agreement  with  a 
mortgagor  pursuant  to  the  provisions  of 
§  250.720. 

(3)  The  agency  shall  execute  a  note 
payable  to  the  Commissioner  for  the 
amoimt  of  each  quarterly  payment  au¬ 
thorized  by  such  paragraph  (b)(2)  of 
this  section  which  note  shall  provide  for 
Interest  at  the  debenture  rate  established 
pursuant  to  S  250.742. 

(4)  The  note  shall  also  provide  that; 

(i)  If  the  agency  makes  a  claim  for 
Insurance  benefits  on  account  of  a  loss 
sustained  with  respect  to  a  mortgage 
which  has  been  the  subject  of  a  special 
forebearance  agreement  pursuant  to  the 
provisions  of  §  250.720,  the  Commission¬ 
er  will  debit  that  claim  by  the  amount 
of  any  advances  made  on  account  of  that 
mortgage  (pursuant  to  this  section) 
which  have  not  been  repaid  plus  the  ac¬ 
crued  interest. 

(ii)  If  the  default  in  a  mortgage  is 
cured,  the  agency  wlU  repay  the  advance 
plus  interest  to  the  Ccnmnlssioner  over 
a  period  of  time  not  to  exceed  the  re¬ 
maining  term  of  the  mortgage. 

(iii)  Any  payments  made  by  a  mort¬ 
gagor  imder  a  special  forbearance  agree¬ 
ment  to  bring  a  mortgage  which  has  been 
the  subject  of  an  advance  pursuant  to 
this  subsection  into  good  standing  shall 
be  divided  equally  between  the  agency 
and  the  Commissioner  tmtil  that  portion 
of  the  advance  made  by  the  Commis¬ 
sioner  is  repaid  in  full. 

(iv)  If  the  contract  of  coinsurance  for 
the  mortgage  on  which  the  advance  was 
made  shall  be  terminated  in  accordance 
with  §s  250.726  through  250.728,  the  note 
evidencing  such  advance  shall  remain  in 
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full  force  and  effect  and  payable  in  ac¬ 
cordance  with  its  terms. 

Termination 

§  250.726  Termination  of  coinsurance 
contract. 

The  contract  of  coinsurance  for  each 
individual  mortgage  shall  be  terminated 
if: 

(a)  The  mortgage  is  paid  in  full  prior 
to  its  maturity; 

(b)  The  agency  acquires  the  mort¬ 
gaged  property  and  notifies  the  Commis¬ 
sioner  that  no  claim  for  insurance  bene¬ 
fits  will  be  made; 

(c)  After  foreclosure  the  property  is 
redeemed; 

(d)  The  property  is  bid  in  and  ac¬ 
quired  at  foreclosure  sale  by  a  party 
other  than  the  agency;  or 

(e)  The  mortgagor  and  agency  jointly 
request  termination. 

§  250.727  Notice  and  diite  of  terminu- 
tion  by  Commissioner. 

The  Commissioner  shall  notify  the 
agency  that  the  contract  of  coinsurance 
on  a  mortgage  has  been  terminated  and 
the  effective  termination  date.  The  ter¬ 
mination  date  shall  be  the  last  day  of 
the  month  in  which  any  one  of  the  fol¬ 
lowing  events  occur: 

(a)  The  date  foreclosure  proceedings 
were  instituted,  or  the  property  other¬ 
wise  acquired  by  the  agency,  if  the  agency 
notifies  the  Commissioner  that  no  claim 
for  irumrance  benefits  will  be  made; 

(b)  The  date  the  mortgage  was  pre¬ 
paid  in  full; 

(c)  The  date  a  voluntary  termination 
request  is  received  by  the  Commissioner. 

§  250.728  Effect  of  termination. 

Upon  termination  of  the  contract  of 
insurance,  the  obligation  to  pay  any  sub¬ 
sequent  MIP  shall  cease  and  all  rights  of 
the  mortgagor  and  agency  shall  be  ter¬ 
minated. 

Claim  Procedure 

§  250.730  Acquisition  of  properly. 

At  any  time  after  the  default  of  the 
mortgage  and  the  determination  by  the 
agency  to  accelerate  the  total  principal 
amount  of  the  mortgage,  the  agency,  at 
its  election,  shall  (if  no  other  eligible 
entity  has  assumed  the  obligations  of 
the  mortgagor)  either  (a)  commence 
foreclosure  of  the  mortgage;  or  (b)  ac¬ 
quire  possession  of  and  title  to,  the  mort¬ 
gaged  property  by  means  other  than 
foreclosure.  The  agency  shall  notify  the 
Commissioner  of  its  action  at  the  time 
it  makes  its  election  either  to  commence 
foreclosure  of  the  mortgage  or  acquire 
possession  and  title  by  other  means. 

§  250.731  Deed  in  lieu  of  foreclosure. 

In  lieu  of  instituting  or  completing  a 
foreclosure,  the  agency  may  acquire 
property  by  voluntary  conveyance  from 
the  mortgagor.  Conveyance  of  the  prop¬ 
erty  by  deed  in  lieu  of  foreclosure  is  ap¬ 
proved  subject  to  the  following  require¬ 
ments: 

(a)  The  mortgage  is  in  default  at  the 
time  the  deed  is  executed  and  delivered; 

(b)  The  credit  Instrument  is  cancelled 
and  surrendered  to  the  mortgagor; 
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(c)  The  mortgage  is  satisfied  of  record 
as  a  part  of  the  consideration  for  such 
conveyance;  and 

(d)  The  deed  from  the  mortgagor  con¬ 
tains  a  covenant  which  warrants  against 
the  acts  of  the  grantor  and  all  claiming 
by,  through,  or  under  him  and  conveys 
good  marketable  title. 

§  250.732  Notice  to  Commissioner. 

At  the  time  the  agency  elects  to  ac¬ 
quire  title,  it  shall  give  written  notice  to 
the  Commissioner  of  its  intention  to  file 
a  claim  for  insurance  benefits. 

§  250.733  Application  for  insurance 
benefits. 

(a)  Dednctible.  Before  an  agency  can 
file  a  claim  for  insurance  benefits  on  any 
property  acquired  through  a  defaulted 
mortgage  in  an  eligible  portfolio  of  ten 
mortgages,  the  agency  must  establish 
that  the  losses  incurred  on  mortgages 
within  the  portfolio  are  equal  to  at  least 
three  percent  of  the  outstanding  prin¬ 
cipal  balance  of  all  mortgages  within  the 
portfolio  at  the  time  the  claim  is  filed. 
Where  an  eligible  portfolio  contains  less 
than  ten  mortgages,  the  following  sched¬ 
ule  of  deductible  percentages  will  apply ; 


Number  of  mortgages  Deductible 

in  portfolio:  percentage 

1  _ _ _  10 

2  . .  8 

3  5  _ _ - . .  6 

6  9  _ 4 


In  order  to  satisfy  the  deductible,  the 
agency  must  acquire  properties  securing 
mortgages  in  the  portfolio  until  the  ap- 
plicaUe  percentage  loss  is  established. 
The  loss  is  determined  by  deducting  the 
market  value  of  the  properties  acquired 
for  use  for  the  market  originally  intend¬ 
ed,  as  determined  by  an  independent  ap¬ 
praiser,  from  the  unpaid  balance  due  cm 
the  mortgages  secured  by  such  proper¬ 
ties  plus  the  expenses  of  such  acquisi¬ 
tion  as  approved  by  the  Commissioner. 
The  losses  so  determined  must  equal  or 
exceed  the  applicable  percentage  of  the 
outstanding  balance  of  all  mortgages  in 
the  portfolio  at  the  time  the  claim  is 
filed. 

(b)  After  the  agency  has  acquired  the 
property  as  provided  in  S  250.730  and  sat¬ 
isfied  the  deductible  in  accordance  with 
I>aragraph  (a)  of  this  section,  the  agency 
may  make  a  claim  for  insurance  benefits. 
At  the  time  that  the  claim  is  made,  the 
Commissioner  shall  estimate  the  total 
amount  of  the  Insurance  benefits  which 
win  be  due  the  agency  upon  disposition 
of  the  property,  and  a  partial  payment 
will  be  made  to  the  agency  on  its  claim  in 
accordance  with  §  250.738(a). 

Payment  of  Insurance  Benefits 
§  250.731  Method  of  payment. 

Payment  of  the  insurance  claim  shall 
be  made  in  cash  unless  the  agency  files 
a  w’ritten  request  for  payment  in  deben¬ 
tures. 

§  2.50.738  .\inount  of  payment. 

(a)  Upon  the  acquisition  of  title  to  the 
property  securing  a  defaulted  mortgage 
in  accordance  with  S  250.730,  the  agency 
shall  be  entitled  to  receive  60  percent  of 
the  difference  between  the  unpaid  prln- 
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cipal  balance  on  the  date  of  the  institu* 
tion  of  foreclosure  proceedings  or  on  the 
date  of  acquisition  of  the  property  other¬ 
wise  after  default  and  the  am>raised 
value  of  the  property  secured  in  accord¬ 
ance  with  §  260.739(a) . 

(b)  Upon  disposition  of  the  property 
or  the  expiration  of  12  months  from  the 
date  of  acquisition  of  the  property, 
whichever  occurs  earlier,  the  agency  shall 
be  entitled  to  the  balance  of  the  insiu-- 
ance  benefits. 

(c)  The  basis  for  the  computation  of 
insurance  benefits  shall  be  the  sum  of 
the  impaid  principal  balance  on  the  date 
of  the  institution  of  foreclosure  proceed¬ 
ings  or  on  the  date  of  acquisition  of  the 
property  otherwise  after  default,  plus  the 
amount  of  all  payments  made  by  the 
agency  and  allowances  for  items  as  set 
forth  in  §  250.740  less  all  items  as  set 
forth  in  §  250.741. 

(d)  The  amount  of  the  total  insurance 
benefits  shall  be  80  percent  of  the 
amount  computed  pursuant  to  paragraph 

(c)  of  this  section. 

§  250.739  Disposition  of  propertT. 

(a)  Upon  the  acquisition  of  title  to  the 
property  secm'ing  a  defaulted  mortgage 
in  accordance  with  §  250.730,  the  agency 
shall  obtain  an  appraisal  of  the  property 
by  an  independent  appraiser.  The  ap¬ 
praisal  shall  be  based  upon  the  maiiket 
value  of  the  property  for  use  for  the 
market  originally  intended. 

(b)  After  the  agency  sells  the  prop¬ 
erty,  or  after  the  expiration  of  12 
months,  whichever  occurs  first,  the 
agency  may  make  a  claim  for  the  balance 
of  the  insurance  benefits  to  which  it  is 
entitled  in  accordance  with  §  250.738(b). 

(c)  Upon  making  a  claim  to  the  Com¬ 
missioner  for  the  balance  of  the  insur¬ 
ance  benefits,  the  agency  shall  notify 
the  Commissioner,  on  an  approved  form, 
of  the  sale  of  the  property,  the  purchase 
price,  and  income  and  expenses  incurred 
in  connection  with  the  acquisition,  re¬ 
pair,  operation  and  sale  of  the  property, 
and  shall  assign  to  the  Commissioner, 
without  recourse  or  warranty,  any  and 
all  claims  (other  than  the  mortgage  fi¬ 
nancing  such  sale)  which  the  agency 
has  acquired  in  connection  with  the 
transaction. 

(d)  If  the  property  has  not  been  dis¬ 
posed  of  at  the  time  of  the  agency’s  re¬ 
quest  for  final  payment,  the  agency  shall 
utilize  the  appraised  value  of  the  prop¬ 
erty  secured  in  accordance  with  para¬ 
graph  (a)  of  this  section  in  its  notifica¬ 
tion  to  the  Commissioner,  in  lieu  of  the 
sales  price. 


§  250.740  Items  included  in  claim  pay- 
molt. 

The  insurance  benefits  paid  shall  in¬ 
clude  the  following  items: 

(a)  The  amount  of  all  payments  made 
by  the  agency  for  taxes,  special  assess¬ 
ments  and  water  rates  which  are  liens 
prior  to  the  mortgage;  for  fire  and  haz¬ 
ard  insurance  on  the  property;  and  for 
any  mortgage  insurance  premiums  paid 
after  default; 

(b)  An  amount  equivalent  to  deben¬ 
ture  Interest  at  the  rate  established 
pursuant  to  §  250.742  on  the  principal  of 
the  mortgage  unpaid  on  the  date  of  the 
institution  of  foreclosiue  proceedings  or 
on  the  date  of  the  acquisition  of  the 
property  otherwise  after  defaidt,  from 
the  date  of  default  to  the  date  of  ac¬ 
quisition  of  title;  except  that  debenture 
interest  shall  not  be  payable  for  any 
period  for  which  the  agency  receives 
mortgage  interest  during  a  forbearance 
agreement  as  provided  in  paragraph  (c) 
of  this  section; 

(c)  The  amount  of  the  unpaid  mort¬ 
gage  interest  computed  from  the  date  of 
default  to  the  date  of  acquisition  of  title 
in  those  cases  where  a  forebearance 
agreement  in  accordance  with  §  250.719 
has  been  executed; 

(d)  An  amount  equivalent  to  mort¬ 
gage  interest  on  the  principal  of  the 
mortgage  impald  on  the  date  of  insti¬ 
tution  of  foreclosure  proceedings  or  on 
the  date  of  acquisition  of  the  property 
after  default,  from  the  date  of  acquisi¬ 
tion  to  the  date  of  pasrment  of  the  insur¬ 
ance  benefits. 

(e)  Foreclosure  costs  or  costs  of  ac¬ 
quiring  the  property  otherwise  actually 
paid  by  the  agency  and  approved  by  the 
Commissioner,  in  an  amount  not  in  ex¬ 
cess  of  two-thirds  of  such  costs; 

(f )  Reasonable  payments  made  by  the 
agency  for: 

( 1 )  Preservation,  operation,  and  main¬ 
tenance  of  the  property; 

(2)  Repairs  necessary  to  meet  the  ob¬ 
jectives  of  the  HUD  Bilinimiun  Property 
Standards,  those  required  by  local  law, 
and  such  additional  repairs  as  may  be 
specifically  approved  in  advance  by  the 
Commissioner; 

(3)  Expenses  in  connection  with  the 
sale  of  the  property. 

§  250.741  Items  dcduelcHi  from  claim 
payment. 

There  shall  be  deducted  from  the  total 
of  the  added  items  in  S§  250.738(c)  and 
250.740  the  following  items: 

(a)  All  amounts  received  by  the  agency 
on  account  of  the  mortgage  after  the  in¬ 


stitution  of  foreclosure  proceedings  or 
the  acquisition  of  the  property  by  direct 
conveyance  or  otherwise  after  default. 

(b)  All  cash  held  by  the  agency  or  its 
agents  or  to  which  it  is  entitled,  includ¬ 
ing  deposits  made  for  the  account  of  the 
mortgagor. 

(c)  All  funds  held  by  the  agency  for 
the  accoimt  of  the  mortgagor  received 
pursuant  to  any  other  agreement. 

(d)  The  amount  of  any  undrawn  bal¬ 
ance  under  a  letter  of  credit  accepted 
by  the  agency  in  lieu  of  a  cash  deposit 
for  an  escrow  agreement. 

(e)  Any  net  income  received  by  the 
agency  from  the  property  securing  the 
mortgage  after  the  date  of  default. 

(f)  The  net  proceeds  from  the  sale  of 
the  project,  except  that  if  the  agency 
sells  the  project  for  an  amount  less  than 
the  appraised  value  on  a  negotiated  sale 
the  amount  to  be  deducted  will  be  the 
appraised  value.  If  the  property  is  sold 
on  the  basis  of  a  competitive  bidding 
procedure  approved  by  the  Commis¬ 
sioner,  the  sales  prices  will  be  deducted 
notwithstanding  that  it  is  lower  than  tlie 
appraised  value.  If  the  property  has  not 
been  disposed  of  within  12  months  from 
the  date  of  acquisition,  the  agency  shah 
use  the  appraised  value  of  tiie  property  as 
the  surrogate  sales  price. 

(g)  Balance  due  on  the  note  from  the 
agency  to  the  Commissioner  for  advances 
made  to  the  agency  on  a  defaulted  mort¬ 
gage  in  accordance  with  §  250.723. 

§  250.742  Debentures. 

All  of  the  provisions  of  §  207.259(e)  of 
this  chapter  shall  apply  to  mortgages 
coinsured  under  this  subpart. 

Amendments 

§  250.743  Effect  of  amendments. 

The  regulations  in  this  subpart  may 
be  amended  by  the  Commissioner  at  any 
time  and  from  time  to  time,  in  whole  or 
in  part,  but  such  amendment  shall  not 
adversely  affect  the  Interests  of  an 
agency  under  the  contract  of  coinsurance 
on  any  mortgage  already  coinsiured  and 
shall  not  adversely  affect  Uie  interest  of 
an  agency  on  any  mortgage  to  be  coin¬ 
sured  on  which  the  Commissioner  has 
made  a  commitment  to  insure. 

Effective  date.  This  regulation  shall  be 
effective  on  September  29,  1976. 

James  L.  Young, 

Assistant  Secretary  for  Housing, 
Federal  Housing  Commissioner. 
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